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ELMER B. STAATS 
COMPTROLLER GENERAL OF THE UNITED STATES 

The Federal Budget, 
The Economy, and Inflation 

Commentarj on the complex interrelationships of the Federal 
budget and the national economy and on  new congressional 
budget procedures. These comments were presented at the 1975 
ilnnual International Conference of the National Association of 
Accountants. Anaheim, Calijornia, June  23, 1975. 

We live in a world where everything 
is related to and affected by everything 
else. This is becoming increasingly ap- 
parent on domestic and international 
fronts. 

In no area, perhaps, is the existence 
of interrelationships and interactions 
more apparent or more important than 
in our very complex economy. Many 
have studied these interrelationships 
and interactions in an attempt to dis- 
cover useful rules by which to judge the 
present state of affairs, to predict future 
events, and to help influence those fu- 
ture events for the overall good of our 
society. The rules which have been de- 
veloped are not perfect and their appli- 
cation remains more an art than a sci- 
ence; but they have been useful in help- 
ing us to understand the dynamics of 
the economy and ways to react when 
unforeseen events cause us particular 
economic problems. 

Importance of Federal Budget 

A very powerful influence on our Na- 
tion’s economy is, of course, the Fed- 

eral budget-nearly 10 percent of the 
gross national product. Conversely, the 
general state of the economy influences 
the Federal budget in several important 
w-ays. 

Through changes in revenue and ex- 
penditure levels in the Federal budget, 
substantial changes can be effected in 
aggregate demand, price levels, and 
employment. Selective changes in the 
incidence of taxes, tax expenditures, 
and spending can be used to signifi- 
cant ly  affect var ious sectors  of t h e  
economy vis-a-vis the others. That the 
Federal budget constitutes an important 
tool for influencing the economy-a 
proposi t ion popular ized  by J o h n  
Maynard Keynes-is not in doubt. The 
controversy that remains is over meas- 
urement of the effects and judgmental 
questions relating to the appropriate 
types, magnitude, and timing of budg- 
etary actions to stimulate or stabilize 
the  economy. 

The total  per formance  of t h e  
economy, on the other hand, signifi- 
cantly affects both Federal revenues 
and spending. Rising production and 
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employment bring increased revenues 
to the Treasury and automatically tend 
to reduce Federal spending in some 
areas. These tend to restrain rapid ex- 
pansion and its inflationary effects. Al- 
ternatively, if the economy slumps and 
levels of business and employment fall, 
so d o  Federal revenues. At the same 
time, the burden of unemployment in- 
creases demands on the Treasury for 
unemployment insurance benefits; pub- 
lic assistance in various forms, includ- 
ing food stamps; and public service 
employment, a s  well as other types of 
spending and tax expenditures to bols- 
ter the economy. Hopefully, the deficit 
these cause will provide impetus to the 
economy, leading to its recovery. 

Our present recession will lead us  
this coming year to a deficit larger by 
far than any on record. 

The current situation i s  complicated 
rather markedly by our recent experi- 
ence  with double-digit inflation and 
continuing rising price levels at rates 
with which we are not very comfortable. 
Let me review some of the events that 
led up to our present problems in this 
regard. 

In  the early 1960s inflation was in 
the neighborhood of 1 to 2 percent per 
year. In general, the “creeping infla- 
tion” of those years appeared to be of 
little concern to policymakers. Later in 
the decade, the inflation pace increased 
u n d e r  t h e  impetus  of Vie tnam war 
spending. The big jump in Government 
spending would have been bad enough, 
bu t  t h e  inf la t ionary impact  was 
heightened by an underestimation of the 
budgetary costs of the war, a reluctance 
to increase taxes to cover these costs, 
and strong consumer demands for goods 
and services in the private sector. 

The  second big jolt to  pr ices  oc- 
curred during 1973 and 1974. A con- 
siderable part of the jolt was due to 
cost-push factors-commodity short- 
ages and the  emergence of the  oil- 
producing export countries cartel. The 
higher oil prices, incidentally, had a 
peculiar economic impact. Not only did 
the higher prices act to increase the 
cost of living but also, because the  
extra billions of dollars spent on oil 
were sent abroad, the effect was very 
much like a tax whose revenues were 
se t  a s i d e  a n d  not r e t u r n e d  t o  t h e  
economy. This was a very definite con- 
tributing factor to the current recession. 

These events have left us in a situa- 
tion where the Consumer Price Index 
has  increased  by 58 percent  s i n c e  
1967, and by about 28 percent in the 
past 2 years. Inflation, by itself, has led 
to large increases in the cost of Govern- 
ment purchases of goods and services in 
recent years and to large increases in 
transfer payments which are indexed to 
the Consumer Price Index. 

We currently face something of a di- 
lemma in that the demands for deficit 
spending to bolster the economy gener- 
ally and provide income for the un- 
employed will tend to exert continued 
upward pressures on price levels. 

Budgetary Reform 

The vast and complex set of interrela- 
tionships between the Federal budget 
and the economy, generally coupled 
with the equally complex set of political 
processes through which this Nation as- 
sesses national needs and priorities and 
devises means for meeting them, makes 
the job of fashioning an overall Federal 
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budget in a fiscally responsible way a 
complex and difficult one indeed. And 
it is a job which becomes more complex 
and difficult as our economy becomes 
more complex. 

Until 1921 the  formulation of the 
Federal budget was carried out largely 
on a piecemeal basis, with each de- 
par tment  and  agency submit t ing i ts  
budget requests and legislative propos- 
als directly to the Congress for consid- 
eration and action without any central 
overview- within the executive branch on 
behalf of the President. 

The Budget and Accounting Act of 
1921 changed th is  by c rea t ing  the 
Bureau of the Budget-first located in 
the Treasury Department and later in 
the Executive Office of the President- 
to assist the President in formulating an 
overall budget consistent with his views 
of national needs and priorities, includ- 
ing those relevant to the economy. Inci- 
dental ly ,  that  s a m e  act  created the 
General Accounting Office, u h i c h  I 
head and about which I will say a few- 
things later. 

The machinery created by this legis- 
lation, and now managed by the Office 
of Management  a n d  Budget  i n  t h e  
Execut ive  Office of the  P r e s i d e n t ,  
greatly facilitated the  Government's 
ability to "look at the big picture," so to 
s p e a k ,  a n d  to s e t  ob jec t ives  and  
priorities within an overall framework 
and constraints deemed, at least by the 
President and some of his advisors. to 
be fiscally responsible. 

This budget set a baseline for con- 
gressional consideration and action, 
during uhich executive branch judg- 
ments  a n d  recommendat ions  were 
examined and  quest ioned.  Changes  
were recommended through a system of 

committees and subcommittees, and ul- 
timately a budget was enacted. 

This system w-orked relatively well 
for a long time. Congressional action on 
the budget, however, was still accom- 
p l i shed  on  a p iecemeal  b a s i s  with 
numerous revenue. authorization, and 
appropriation bills being considered by 
separate subcommittees and committees 
of both Houses and finally coming up 
for floor action in the two Houses. 

A s  the budget grew- larger and more 
complex,  u i t h  room for grea te r  di-  
vergence of judgment on national objec- 
tives and priorities and the means to 
achieve them. the system became more 
and more cumbersome and less and less 
l ikely to produce a budget which was 
properly balanced w-ith the functioning 
of the overall economy. 

One concern u a s  that over the past 
25 years the appropriations committees 
gradually lost jurisdiction over a large 
portion of total outlays. This happened 
because more and more legislation was 
enacted which resulted in entitlements 
such a s  veterans' pensions,  welfare 
payments ,  subs id ies ,  and  a host of 
other activities which were largely re- 
moved from effective control through 
the appropriations committees. About 
all that the appropriations committees 
could do u a s  to ratify obligations al- 
ready made. The result u a s  that each of 
the legislative committees became ap- 
propriations committees to the point 
w here the House and Senate appropria- 
tions committees' jurisdiction covered 
less than half of total Federal outlays. 

Long delays occurred in the enact- 
ment of many parts of the budget. Often 
appropriations mere not enacted before 
the start of the fiscal year, requiring 
resort to the expedient of continuing re- 
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solutions to keep major parts of the 
Government functioning. 

Appropriation bills submitted for the 
President's approval were often vetoed 
because he did not consider them to be 
in reasonable consonance with his over- 
a l l  budget  a n d  t h e  n e e d s  of t h e  
economy. Vetoes resulted in further 
delay and controversy: in at least one 
case, a s  a result of delays and vetoes. 
the huge Department of Health, Educa- 
tion, and Welfare ran on continuing 
resolutions throughout a full fiscal year 
and well into the next without any ap- 
propriation act becoming law. 

Even when the President signed ap- 
propriation acts, it did not always end 
the matter. Where he deemed it pru- 
dent, the President deferred or prohib- 
ited the use of appropriated funds-the 
so-called impoundments-raising con- 
stitutional quest ions concerning the 
separation of powers and generating 
considerable litigation. 

This process not only was disrupting 
to t h e  func t ioning  of t h e  Federa l  
Government-the delays and uncertain- 
ties in a sector which is so central to 
the Nation-but was disconcerting to 
t h e  whole Nat ion i n  a soc ia l  a n d  
economic sense as well as  a political 
one. 

The  situation prompted the Congress 
to recognize that it must update and 
modernize its process for enacting the 
Federal budget into law and to do so in 
a way which insures that each part of 
the budget is  considered an integral 
p a r t  of t h e  whole. It needed  a 
mechanism through which each part of 
the budget could be justified, not only 
on its own merits but in its relation- 
ships to the overall impact of the budget 
on our social and economic well-being. 

New Congressional Budget Procedures 

Such a process. established by the 
Congressional Budget and Impound- 
ment Control Act and enacted in  July 
1974, is relatively simple. 

I t  lays down a strict and rather tight 
timetable for the completion of all legis- 
lative actions required for formulating 
and enacting the overall budget before 
the start of a fiscal year. 

I t  requires that the Congress, early in 
each session, reach a judgment. articu- 
lated through a concurrent resolution, 
on the overall budgetary picture, in- 
cluding both revenues and outlays with 
allocations by revenue source and major 
functional categories of the budget. 

It also requires that all legislative ac- 
tions either be consistent with the over- 
all constraints spelled out in the first 
concurrent resolution or that the concur- 
rent resolution be revised to accommo- 
date judgments on the overall budget. 

T h e  legis la t ion c rea ted  a budget  
committee in each house of the Con- 
gress to serve a s  the focal point for 
looking at the budget in its entirety. 
rZlso c r e a t e d  w a s  a Congress iona l  
Budget Office to assist not only the 
budget committees but the Appropria- 
tions, Ways and Means, and Finance 
Committees, and other committees as 
mell. 

The new legislation requires 5-year 
forecasts of revenues, cost estimates for 
proposed legislation that is reported to 
the floor, and cost projections for all 
existing legislation. The Budget Com- 
mittees must set an overall spending 
level dictated by stabilization goals, 
and spending on the various programs 
must be reconciled under this limit. 

The fiscal year will be changed to 
October  through September ,  with a 
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t rans i t iona l  budget  to  cover  t h e  3 
months between June 30 of that year 
when fiscal year 1976 closes and Oc- 
tober 1 ,  1976, when, under the new 
system, fiscal year 1977 starts. 

As I mentioned earlier, the timetable 
for the steps leading to the enactment of 
the overall budget is very tight. The key 
steps and the dates by which they must 
be taken are: 

November 10 of preceding year-  
President submits a “current services 
budget” which is essentially a budget 
carrying forward all current activities 
without change. 

1 5 t h  d a y  af ter  Congress meets- 
President submits his budget. 

March 15-Committees and joint com- 
mittees report to the Budget Commit- 
tees their views and recommenda- 
tions on matters falling w-ithin their 
respective jurisdictions. 

April I-Congressional Budget Office 
s u b m i t s  i t s  overal l  report  to t h e  
Budget  Commit tees ,  providing 
analyses of various alternatives. 

April 15-Budget Committees report the 
first concurrent resolution to their re- 
spective Houses. 

May 15-Other committees report bills 
a n d  reso lu t ions  au thor iz ing  new 
budget authority . 

.Way 15-Congress completes action on 
the first concurrent resolution. 

7th day  after Labor Day-Congress com- 
pletes action on all bills and resolu- 
tions providing new budget authority. 

Sept. 15-Congress completes action on 
second required concurrent resolu- 
tion. 

Sept. 25-Congress completes action on 
a reconciliation bill or resolution im- 
plementing the second concurrent re- 
solution. This bill or resolution ad- 
justs the details of the budget to con- 
form to the second concurrent resol- 
ution. 

Uct. ]-Fiscal year begins. 

Implementation 

The process is simple in concept, but 
i t  will  take the concerted efforts of 
many to implement the process effec- 
tively. mith such a major change in the 
process  of handl ing  the  budget ,  it  
should be no great surprise that the 
machinery  will not work en t i re ly  
smoothly t h e  f i rs t  t ime a r o u n d ,  o r  
perhaps even the second time around. 
The concern is whether there w i l l  be 
sufficient patience with the new process 
to enable  this  readjustment  to take  
place and to give the new- process a full 
opportunity to test itself. But I am per- 
sonally encouraged by the prospects. 

This year the Congress is  making 
kind of a dry run of the process so that 
full implementation next year will be 
facilitated. So far it has  gone qui te  
well. The first concurrent resolution, 
passed last month, calls for a deficit of 
about 869 billion, up $17 billion from 
that shown in the President’s budget 
submitted in February. 

You may, of course, choose to agree 
or disagree with the level of the  budget 
deficit, either the one proposed by the 
President, the one incorporated into the 
firht concurrent resolution last month, 
or the one which w i l l  finally emerge at 
the completion of the budget formula- 
tion process. There is no perfect an- 
swer. But for the first time there is a 
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target, set by the Congress, against 
which it may judge the aggregate of its 
legislative actions. 

The new process is one which hope- 
fully will let the best judgments on 
budget priorities r ise  to the  surface 
within a framework which deals with 
the budget and the relationship of it and 
its various components to the overall 
economy in a cohesive and comprehen- 
sive manner. 

I have already alluded to the complex 
set of political processes through which 
this Nation assesses national needs and 
priorities and devises means for meet- 
ing them. Unfortunately, but necessar- 
ily, the new congressional budget pro- 
cess adds to this. It not only adds the 
budget  commit tees .  e a c h  having  a 
jurisdiction as broad as that of the Gov- 
ernment itself, but adds new actors or 
expands the role of old actors on the 
scene. 

Congressional Budget Office 

Besides the budget committees and 
their staffs, the one principal new actor 
is the Congressional Budget Office. It 
has a major role to play in the system. 
principally by providing analyses of the 
effects of alternative levels of budget 
authority and revenues and alternative 
allocations of these among various gov- 
e rnmenta l  purposes  on  o u r  societal  
condition, including the economy. The 
law specifically states that this new of- 
fice, in its report to the Budget Commit- 
tees due on or before each April 1st. 
discuss ”national budget priorities, in- 
cluding alternative ways of allocating 
budget authority and  budget outlays 
among major programs or functional 
categories ,  taking into account  how 

such alternative allocations will meet 
major national needs and affect bal- 
anced growth and development of the 
United States.” 

T h i s  function-offering c l e a r  
choices, together with their implica- 
tions for the Nation’s welfare, to the 
Budget Committees as well as others- 
is an extremely important one. 

Other Congressional Agencies 

Other parts of the act enlarge upon 
the role of other congressional agen- 
cies, including the General Accounting 
Office. In essence, each of these agen- 
c ies ,  with its own focus,  i s  t o  a c t  
cooperatively with the others to produce 
for the Congress the best information 
base possible for its decisionmaking. 

The Congressional Research Service 
of the Library of Congress draws mainly 
upon published literature to provide in- 
formational needs of the Congress. The 
new law makes it clear that the Service 
should support the informational needs 
of the Congressional Budget Office as 
well as  the new Budget Committees and 
the other congressional committees. 

The relatively new Office of Technol- 
ogy Assessment is likewise expected to 
serve  t h e s e  n e e d s .  T h i s  Off ice  i s  
charged with considering principally 
the long-term effects and implications 
of the development and implementation 
of new and emerging technologies as 
well a s  cons ider ing  t h e  e f fec ts  of 
technology already in use. It was in- 
tended to serve as an “early warning” 
tool against possible ill effects of scien- 
tific advances-in both the hard and 
soft sciences. 
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GAO’s Role 

GAO was given both these general 
responsibilities-to support the budget 
commit tees  and  cooperate  with t h e  
Congressional Budget Office-and cer- 
tain specific responsibilities under the 
act. 

From its inception in 1921, our char- 
ter has been extremely broad. We were 
told to “investigate at the seat of Gov- 
ernment and elsewhere, all matters re- 
lating to the receipt, disbursement, and 
application of public funds,” and to 
make recommendations for the greater 
economy and efficiency of Government. 

Our activities under this broad char- 
ter have evolved steadily over time, and 
at a n  increasing rate in more recent 
years. 

From a modest beginning of being 
concerned principally with the fiscal 
accountabi l i ty  of t h e  F e d e r a l  
Government-that is, that funds and 
property were prudently safeguarded 
and used only for purposes authorized 
by law-we have developed and pur- 
sued at least two additional types of 
accountability-management accounta- 
bi l i ty ,  concerned  with w-hether re-  
sources are used efficiently toward their 
intended purpose, and program accoun- 
tability. concerned with the extent to 
which programs achieved their intended 
objectives and w-ith whether alternatives 
are available to meet these objectives 
more effectively or efficiently. 

Each one of these is. of course. im- 
portant for the  proper and effective 
functioning of the Federal establish- 
ment. The studies undertaken in each 
area can be drawn upon by each of the 
congressional committees and agencies 

in the performance of their particular 
function. 

In addition, the new l a w  expands 
upon the responsibilities of GAO, both 
as laid down in its initial 1921 charter 
and in subsequent legislation, particu- 
larly the Legislative Reorganization Act 
of 1970. 

Under this legislation, we a r e  re- 
sponsible for assisting congressional 
committees in developing statements of 
legislative goals and methods of asses- 
sing program performance against such 
goals. We are charged with cooperating 
with the Office of Management and  
Budget and the Treasury Department in 
developing, establishing. and maintain- 
ing a standardized information system 
which will meet the needs not only of 
the Congress but also of the executive 
branch generally and, insofar as prac- 
ticable, of the State and local levels of 
government. 

We are also responsible for develop- 
ing standard terminology definitions, 
classifications, and codes for Federal 
fiscal, budgetary, and program-related 
data and information. 

Finally, w e  are responsible for re- 
viewing and for advising the Congress, 
and related activities, when the Presi- 
dent chooses to either defer or rescind 
the use of budget authority enacted in 
legislation. 

We will continue our traditional ef- 
forts to improve the effectiveness of 
Government in general and w e  will em- 
brace our new responsibilities under  
the new legislation to the same end. 

Some Issues To Be Analyzed 

Before closing, I will mention just a 
couple of examples of issues which will 
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be subject to specific analyses in an 
effort to gain a better understanding of 
the relationship of the Federal budget 
to the overall economy. 

First, let's consider the relationship 
between inf lat ion a n d  income taxes .  
Personal income taxes, which are the 
largest single source of Federal rev- 
enue, are  influenced dramatically by 
inflation. A person whose income in- 
creases right along with inflation natur- 
ally has to pay higher taxes. But if he 
compares his current tax rate to what i t  
u a s  a few years ago, h e  will be in for an 
unpleasant  surprise-his taxes a s  a 
percentage of total income will have in- 
creased because of our progressive tax 
system. The person's higher income 
pushes him into a higher tax bracket. 
Even if, by our assumption, his income 
increased enough to offset inflation, his 
real disposable income will have fallen 
because taxes are taking a bigger piece 
of i t .  

What is the actual magnitude of this 
effect? According to an estimate by the 
Joint Committee on Internal Revenue 
Taxat ion ,  income tax revenues  in-  
creased by $7 billion because inflation 
pushed people into higher tax brackets. 

Inflation also distorts the corporate 
income tax. If a firm uses the first-in, 
first-out method of accounting, then in- 
flation makes i t  appear that the real 
value of the  firm's inventories has in- 
creased whereas, in fact, i t  may only 
have kept pace with inflation. Also, de- 
preciation costs a re  understated be- 
cause they are calculated against the 
original cost, rather than the inflated 
replacement cost, of the capital equip- 
ment. Fur both of these reasons, profits 
are  overstated and the  firm winds up 
paying higher corporate profit taxes, 

even though the value of its profits in 
real terms may not have increased. In 
order  to compensate  for th i s  effect, 
among other things, quite a number of 
firms are sw-itching from first-in, first- 
out to last-in, first-out. There are sev- 
eral other w-ays in which inflation af- 
fec ts  the  corpora te  profit a n d  loss  
statements, and very little is known 
about the magnitude of the resulting 
changes in tax liabilities. 

Next, let's consider the relationship 
between inflation and Federal spending 
Imels. As inflation proceeds, the Gov- 
ernment naturally has to spend more on 
the goods and services that it purchas- 
es. In addition, transfer payments, such 
ab social security, inevitably grow. 

Most of these transfer payments grow 
automatically because, by law. they are 
linked to the Consumer Price Index or 
to some other indicator of the cost of 
living. This is called "indexing." 

The list of indexed retirement pro- 
grams nou includes social security, 
civil service, railroad workers, armed 
forces, and the  foreign service. In addi- 
tion, food stamps, school lunch and 
breakfast, and aid to the aged, blind, 
and disabled are all tied to a price in- 
dex. 

The point of indexing is to keep the 
value of these benefits constant despite 
inflation, without the  Congress con- 
stantly having to revise the legislation. 
Whether indexing results in higher or 
louer  spending is  a debatable point. 
Some, looking at the effect that infla- 
tion has had. would say that spending 
on these programs is '-out of control." 
Others uould say that the indexing has 
preserved the original intent of the  
Congress and that, if the Congress were 
to constantly revise the legislation, 
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spending might be  even higher than it 
is now. 

E hatever the pros and cons of index- 
ing, it is certainly true that inflation has 
greatly increased the budgetary cost of 
these programs. More than 70 million 
people benefit from some type of in- 
dexed program, and in the 1976 budget 
indexing alone will lead to an increase 
in spending of $3.8 billion. 

Incidental ly .  t h e  portion of wage 
earners and pensioners in the private 
sector whose income is indexed to the 
CPI is considerably smaller, although it 
is growing and w i l l  probably- grow- still 
further in the future as long as  the high 
rates of inflation continue. 

K i t h  c o n s e q u e n c e s  of t h i s  mag- 
nitude, indexing becomes as important 
in the  budget as many specific pro- 
grams. Therefore, i t  is important to gain 
as  good an understanding as  possible of 
the effects of indexing on the overall 
economy: it may- be that indexing, if 
practiced too widely, may itself exert 
inflationary pressure on the economy. 

These and other issues will be pur- 
sued by us as well as  by others in an 
effort to improve the  understanding of 
the implications of alternative courses 
of action in the overall budgetary pro- 
cess. 

A Note of Optimism 

To conclude on a somew hat more op- 
timistic note, there are signs that the 
current recession has run its course. At 
least there seems to be an emerging 
consensus among forecasters that re- 
covery w-i l l  begin in the next several 
months. 

Most recoveries in  the postwar era  
involve growth in the 8 to 9 percent 
range during the first five quarters fol- 
lowing the trough of a recession. Most 
econometric forecasters have concluded 
that recovery this time will progress 
more slowly, perhaps at a 6 to 7 percent 
growth rate. Two weeks ago, for exam- 
ple, the administration issued its Mid- 
Session Review- of the 1976 budget. In  
this report, they assume that the recov- 
ery from the  cur ren t  recession will 
begin shortly and that real growth in the 
economy wil l  be close to 6 percent for 
1976. 

The forecast that  appeared in the  
Mid-Session Review offers a dramati- 
cally different scenario for the recovery 
than was presented in the President’s 
budget only last February. There he 
forecast a continuation of high rates of 
both unemployment and inflation. Un- 
employment w a s  projected at an aver- 
age of 8.1 percent for 1975 and the rate 
of inflation was predicted to be in ex- 
cess of 11 percent. (The current un- 
employment rate is 9.2 percent and the 
inflation rate is approximately 8 per- 
cent.) 

The original projections by the ad- 
ministration were, w e  believe, based on 
two crucial assumptions: (1) that the 
phenomena of stagflation, with rela- 
tively high levels of unemployment and 
double-digit inflation, would continue 
to haunt the economy and (2) that the 
Pres ident -s  energy bi l l  would b e  
enacted early in the 94th Congress. 
Later events have demonstrated that 
those  assumpt ions  were not val id .  
Therefore, it appears that the higher 
unemploy-merit now being experienced 
will lower the rate of inflation more 
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than was expected several months ago. 
Recent economic events indicate that 

the current recession has taken on some 
of the characteristics of a “normal” re- 
cession; that is, the rate at which prices 
increase slows down as  the unemploy- 
ment rate increases. Stagflation may not 
be  totally and permanently gone, but 
t h e  unemployment-inflation tradeoff 
analysis is more applicable now than it 
was during 1974, when a large portion 
of the inflation was due to higher energy 
prices. 

Although there is a consensus that 
recovery will begin in the next several 
months, there is  a great deal of uncer- 
tainty as to its trend. This uncertainty 
is based upon analysis of the major sec- 
tors of the economy. None of these sec- 
tors appears to be shaping up as  the 
“Moses sector”: that is, the one that 
will lead the economy out of the reces- 
sion. Traditionally, the  housing and 
auto industries have had this role, but 
prospects in this area are still most un- 
certain despite the recent positive sig- 
nals in housing permits and starts. Dur- 

ing the course of the summer, more 
data  will become available that will 
provide some insights as to the shape of 
the anticipated recovery. This data will 
also provide, hopefully, an indication of 
the fiscal impact of the Tax Reduction 
Act of 1975 and whether the tax rebates 
have provided a major stimulus to the 
economy. 

Our present economic situation, and 
I am certain those which will emerge in 
the future, and the well-being of our 
society in general, challenge each of 
us, in Government and out, to d o  our 
best to make our Government as effec- 
tive as possible in articulating, as ra- 
tionally and effectively as possible, a 
budgetary policy which meets national 
needs and priorities in the best possible 
way. The answers will never be perfect, 
but with all our best efforts, and with 
the better mechanism for congressional 
decisionmaking on the budget and its 
relationships with our  economy, the 
answers  a r r ived  at  will b e  b e t t e r  
answers and will improve in the years 
ahead. 

Priorities Should Be Minimized 

Dependence on a budget allocation militates against setting priorities and 
concentraiing effortz. Yet nothing 1 5  ever accomplished unless resources are 
concrntratetl on a small number of priorities. 

Peter F .  Drucker 
”Managing the Public Service 

The M<Krnse?; Quarterly 
Spring 1974 

Institution” 
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ASSISTANT COMPTROLLER GENERAL 

The Government Corporation 
Control Legislation of 1945 

The year 1975 marks the 30th anniversary of the legislation 
which prouided f o r  strengthened congressional control mer  
Federal corporations. The significance of this legislation to  
current G.40 operations and some of the historical background 
are ra'iewed in  this article. 

Thir ty  years  ago t h e  Congress  
enacted two laws to bring about stronger 
and more systematic congressional con- 
trol over the large number of incorpo- 
rated agencies of the Federal Govern- 
ment. 

The act of February 24, 1945-This 
was the so-called George Act, one 
section of which provided for an 
annual GAO audit of the financial 
t ransac t ions  of a l l  Government  
corporations. 

The Government Corporation Con- 
trol Act, which became law on De- 
cember 6, 1945-This act picked up 
the audit provisions of the George 
Act but added additional control 
measures  such  a s  requiring the 
submission of business type budg- 
ets by wholly owned corporations 
and  generally providing for t h e  
Treasury Department to exercise 
control over the corporations' use 
of depositaries, their financing, 
and any transactions in Govern- 
ment securities. It also required 
that all Federal  corporations be 

chartered by the Congress by June 
30, 1948. 

The audit provisions of the George 
Act w-ere applicable only for fiscal year 
1945, after which the  more comprehen- 
s ive  Government Corporation Control 
Act became applicable. This act is still 
operative uith respect to most Federal 
corporations and provides the primary 
source of GAO audi t  authority over 
them. 

The 1945 act identified 101 corpora- 
tions subject to the act. including the 
numerous banks in the Farm Credit and 
Home Loan Bank Systems. A few new 
corporations have been a d d e d ,  p lus  
some unincorporated enterprises. But 
today, as  a result of such changes as 
reorganizat ions,  d i sso lu t ions ,  a n d  
payoff of Federal  investments ,  th i s  
number has been greatly reduced. 

The audit uork performed by GAO 
today under the act is still important. 
But, proportionately, i t  is not a large 
part of GAO's total audit activity. 

The great significance of this legisla- 
tion in GAU's history is the fact that it 
provided a very important stimulus to 
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the Office to accelerate the moderniza- 
tion of its auditing concepts and proce- 
dures and to build up a truly profes- 
sional staff of accountants and auditors. 

and compliance with laws and regu- 
lations to problems of efficiency 
and economy of operations and ef- 
fectiveness of results of activities 
carried out. 

Some Major Developments The Corporation Audits Division 

With the passage of 30 years since 
this legislation was enacted, a brief re- 
view of some of the major developments 
in GAO that grew out of these laws is 
warranted: 

The creation of a neu audit divi- 
sion in GAO-the Corporation Au- 
dits Division-to carry out the new- 
and heavy responsibilities placed 
on the Office. 

The selection of the leadership and 
most of the staff for this division 
from outside GAO. 
The u s e  of audi t  concepts  and  
techniques developed by the puh- 
lic accounting profession rather  
than the  t radi t ional  central ized 
methods of audit and settlement of 
accountable officers' accounts that 
had characterized GAO auditing 
and that of its predecessors from 
the very beginning of the  Govern- 
ment's financial svstem in 1789. 

0 The gradual  extension of com- 
prehensive auditing at the site of 
Federal Government activities, ap- 
plying the  basic concept of review 
and testing of agency control sys- 
tems rather than detailed examin- 
ation of fiscal documents irrespec- 

This division was officially estab- 
lished on July 10, 1945, for the specific 
purpose of auditing the Federal corpo- 
rations as required by the George Act. 
The creation of a new operating unit to 
carry out these responsibilities made it 
easier for GAO to attract qualified ac- 
countants and auditors of the caliber 
needed to carry out the Comptroller 
General's new responsibilities. 

One of the  best published records of 
the  operations of the Corporation Audits 
Division was written by John C. Fenton 
and published in the 50th Anniversary 
edition of The GAO Review (Summer 
1971). Mr. Fenton was an Assistant Di- 
rector in GAO's former Civil Division. 
His article. entitled "The Corporation 
Audits  Division-Its Legacy to  t h e  
Seventies." traces the growth and per- 
formance of the new Division in terms 
of the specific individuals who were in- 
volved as  w e l l  as  the  conduct of specific 
audit assignments and the broad scope 
applied to those assignments. 

This Division existed until January 
18, 1952, when it was consolidated- 
along with the former Audit Division, 
Postal Audit Division, and Reconcilia- 
tion and Clearance Division-into a 
newly created Division of Audits. 

tive of agency procedures. 
Leadership and Staffing 

The extension of governmental au- 
diting objectives beyond financial 
transactions, accounts, and reports 

The Corporation Audits Division w a s  
staffed mainly with people experienced 
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in the practice of public accounting. 
This w a s  most important because the 
1945 legislation directed that the audits 
of the Federal corporations be carried 
out “in accordance with the principles 
and procedures applicable to commer- 
cial corporate transactions.’’ 

The first director of the Division was 
T .  Co leman  Andrews and his deputy 
w a s  Howard Bordner . Both were experi- 
enced in the profession and practice of 
publ ic  account ing.  They were suc-  
ceeded in 1947 by Stephen B .  lues, di- 
rector, and Irwin S. Decker, deputy di- 
rector, who headed the division until its 
consolidation into the new Division of 
Audits in 1952. 

These men h e r e  all certified public 
accountants, as  were many others on 
the staff who were engaged from outside 
GAO to help launch and carry out the 
commercial-type audit. 

Audit Concepts and Techniques 

One major impact of the ”new” type 
of audi t  approach in  GAO, brought 
about by the corporation control legisla- 
tion, was the application of the con- 
cepts  and techniques developed and 
used by public accountants in their au- 
di ts  of private business enterprises. 
They had recognized much earlier that 
detailed auditing of all transactions was 
not only excessively costly but was un- 
necessary if the organization audited 
had any kind of a system of internal 
checks and controls. The system could 
be analyzed and tested, thereby making 
it possible to audit specific financial 
transactions on a selective basis rather 
than examining all of them. 

This approach Mias not entirely un- 
knocln in GAO prior to 1945, but it wzas 

not extensively practiced. The tradi- 
tional GAO audit approach up to that 
time was to establish individual accoun- 
tability for Federal funds used and then 
m a k e  d e t a i l e d  c h e c k s  a t  a c e n t r a l  
point-not a t  agency  sites-to see 
whether such accountability was prop- 
erly and legally discharged. 

In considering the corporation con- 
trol legislation in 1945,  the Congress 
had available to it an explanation of the 
difference between the governmental 
type of audit and the commercial type 
of audit, which was being proposed for 
Federal corporations. The governmental 
type of audit, as carried out by GAO up 
to that time for all Federal agencies 
other than corporations, was described 
as  involving these seven steps. 

1. 

2. 

3 .  

4. 

Establishing the accountability of 
disbursing officers as a result of 
advancing appropriated funds to 
them and by reason of collections 
received by them. 

The submission by disbursing of- 
ficers to GAO for audit and set- 
tlement of accounts supported by 
certified vouchers and other pa- 
pers evidencing payments made 
from funds advanced to them. 

Examinat ion by GAO of t h e s e  
vouchers and papers to determine 
bhether the payments were prop- 
erly authorized and whether the 
expendi tures  represented valid 
obl iga t ions  of t h e  government  
under the appropriations charged. 

Settlement by GAO of the disburs- 
ing officers’ accounts and the de- 
termination of any liability to the 
United States. 
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5 .  The determination of any liability 
to the United States of the officers 
certifying for payment improper 
items included in the disbursing 
officers' accounts. 

6. Issuance of certificates of settle- 
ment listing all unexplained or 
unadjusted differences identified 
in  t h e  examinat ion  of t h e  a c -  
counts. 

7. The institution of collection pro- 
ceedings for balances found to be  
due. 

This pattern of auditing had been fol- 
lowed for many years but was com- 
pletely inappropriate for Federal corpo- 
rations which did not operate with an- 
nual appropriated funds and did not 
render accounts to GAO at some central 
point where they could be examined 
and  set t led.  Controversy raged with 
varying degrees of heat over this state 
of affairs for many years after GAO was 
founded in 1921. 

Under Comptroller General Lindsay 
Wurren, GAO supported the corporation 
control legislation and gave the commit- 
tees  involved much help in  making 
their studies and developing the appro- 
priate legislation. By enacting these 
laws, the Congress made it clear that 
the methods of operation of the corpora- 
tions were substantially different from 
those of the  unincorporated Federal 
agencies and warranted a different type 
of audit approach which the law charac- 
terized as the same as applicable to 
commercial corporate transactions. 

Extension of Comprehensive Auditing 

The centralized voucher type of audit 
continued unabated with respect to un- 

incorporated Federal agencies for sev- 
eral years, but the experience gained in 
GAO in a u d i t i n g  t h e  corpora t ions  
he lped  pave  t h e  way for a major  
change in the type of auditing carried 
out. 

In 1949 t h e  Comptroller General  
adopted a comprehensive audit program 
for all such agencies which called for 
audits at the site with due regard to 
agency sys tems of a c c o u n t i n g  a n d  
internal control. This action was closely 
associated with the operations of the 
Joint Accounting Improvement Program 
uhich  had adopted as  its philosophy 
from its beginning in 1948 that the 
basic responsibility for accounting and 
internal control rested in the heads of 
the Federal agencies themselves and 
not elsewhere. 

Wal ter  F .  Frese ,  former head  of 
GAO's Accounting Systems Division, 
played a key role in the operations of 
the Joint Program in its early years. He 
has stated many times that the success 
with which the Corporation Audits Di- 
vision carried out the commercial-type 
audit for Government corporations was 
a key factor in persuading Comptroller 
General Lindsay Vurren to approve the 
d i s c o n t i n u a n c e  of t h e  h u n d r e d s  of 
thousands of accountability ledger ac- 
counts  in  GAO-which were be ing  
maintained in carrying out GAO audit 
responsibilities-and moving toward 
auditing at the site of agency opera- 
tions. 

This procedure is now accepted and 
taken for granted, but in the late 1940s 
and early 1950s it was a bold, rev- 
olutionary step to adopt. Without the 
Corporat ion Audi t s  Divis ion expe-  
rience-and its core of experienced site 
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auditors-this s tep would not have been the financial statements of the corpora- 
taken as early as it was. tion or agency and determining whether 

there here  any violations of law or regu- 

Expansion of lations. 

Governmental Audit Objectives From the very outset, however, the 

In 1972 the  Comptroller General  
published the now well-known state- 
ment of s tandards  for audi t  of gov- 
ernmental organizations, programs, ac- 
tivities, and functions. This statement 
brings out very clearly that governmen- 
tal auditing should not be limited to 
checking financial transactions and ac- 
counts and evaluating the adequacy of 
financial reports and compliance with 
laws and regulations. It also brings out 
that the full scope of such auditing in- 
cludes examinations into problems of 
efficiency and economy of operations 
and effectiveness of results of programs 
and activities being carried out. 

This concept evolved gradually but 
steadily over the past 30 years w-ithin 
GAO. The extension of the auditor's 
concern did not evolve entirely from the 
work and concepts developed in the 
Corporation Audits Division. It was 
really the result of a melding of view- 
points of top officials and operating 
staffs not only in that division but also 
in  other  GAO audi t  divisions which 
were operating at the same time and in 
the former Office of Investigations. 

An ear ly  bone of content ion was 
identification of the scope of the GAO 
audit. During the early years of the 
Corporation Audits Division, the argu- 
ments ran from urging no limitation on 
what the auditor should be concerned 
with to the opposite extreme of confin- 
ing his activity to examining accounts 
and financial transactions for the pur- 
pose of arriving at an audit opinion on 

interpretation of the leadership of the 
Corporation Audits Division as  to what 
was contemplated by an audit made "in 
accordance yith the principles and pro- 
cedures applicable to commercial cor- 
porate transactions" w-as a broad one. 

The 10-volume report on the audit of 
the former Reconstruction Finance Cor- 
poration and its numerous subsidiary 
companies for fiscal year 1945 provides 
a leading example of the  advanced  
scope of audit work performed in GAO 
30 vears ago. This assignment was car- 
ried out under the immediate direction 
of Ted H e n ,  an assistant director, with 
the assistance of a staff of about 75 
people. This M ~ S  the first GAO audit of 
this mammoth corporate complex, and 
i t  was a tough one for a new division in 
an old organization to start on. 

A review of this report even now- can 
be  refreshing reading for GAO staff 
members. While a summarization is not 
the purpose of this paper-the RFC 
audit is a long story in itself-it may be 
noted that t h i s  audit concerned itself 
not only w-ith major account ing de- 
ficiencies but also uith problems en- 
countered or observed with respect to 
RFC's general methods of operation, re- 
lationships uith other Federal agencies, 
organizational structure, inadequacy of 
internal audit system, management of 
lending operat ions,  management  of 
trading and subsidy programs. and a 
host of other subjects. 

The  experience in this audi t  and 
others had a longlasting impact on the 
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evolution of GAO’s audit policies and transferred the functions of the Agency 
pract ices  as the  comprehensive sit6 
audit pattern was extended to all other 
agencies of the Government. 

Why the George Act? 

A point of some historical interest 
concerns the inclusion in the George 
Act of a corporation audit provision. 
This provision came in as  an amend- 
ment introduced by Senator Harry F. 
Byrd of Virginia providing for annual 
audits of Government corporations by 
GAO. Senator Byrd was chairing the 
Jo in t  Commit tee  on Reduct ion  of 
Nonessent ia l  Federal  Expendi tures ,  
which had been engaged for several 
years in studying the operations of Gov- 
ernment corporations and the general 
lack of congressional control over them. 

The George Act itself, as  introduced, 
had nothing to d o  w i t h  audit control 
over Federal corporations. This bill had 
been introduced by Senator Walter F. 
George of Georgia to reactivate the 
Federal Loan Agency as  an indepen- 
dent agency. This Agency had been set 
up in 1939 by Reorganization Plan No. 
1 under the Reorganization Act of 1939 
to supervise  and  coordinate  the  ac-  
tivities of a large group of Federal lend- 
ing agencies-the Reconstruction Fi- 
nance Corporation, Electric Home and 
Farm Authority, RFC Mortgage Com- 
pany, Disaster Loan Corporation, Fed- 
eral  National Mortgage Association, 
Federal Home Loan Bank Board, Home 
Owners’ Loan Corporation, Federal Sav- 
ings and Loan Insurance Corporation. 
Federal Housing Administration, and 
Export-Import Bank of Washington. 

In 1942 President Roosevelt issued 
Executive Orders 9070 and 9071 which 

- .  

in part to the Department of Commerce 
and in part to the National Housing 
Administration. 

Jesse Jones, long-time head of RFC 
and the Federal Loan Administrator, 
became Secre ta ry  of Commerce  in  
1939. A s  a result of the above transfers 
of functions, his responsibilities as Sec- 
re tary of Commerce  a l so  e m b r a c e d  
supervision and coordination of those 
cwrporations and agencies not trans- 
ferred to the  National Housing Ad- 
ministration. By this time the list of or- 
ganizations subject to Secretary Jones’ 
control included RFC, the  Electr ic  
Home a n d  F a r m  Authori ty ,  RFC 
Mortgage Company, Federal National 
Mortgage Association, Disaster Loan 
Corporation, Export-Import Bank of 
Washington, Defense Plants Corpora- 
tion, Rubber Reserve Company, De- 
fense Supplies Corporation, and War In- 
surance corporation. 

After the 1944 elections, President 
Roosevelt nominated Henry A. Wallace 
(who had been the Vice President dur- 
ing Roosevelt’s third term) to be Secre- 
tary of Commerce ,  rep lac ing  Jesse 
Jonvs. This impending change in who 
was going to be Secretary of Commerce 
led to the conclusion in the Congress 
that too much economic power was 
vested in that officer. The George bill 
was introduced to spl i t  the  Federal  
Loan Administrator’s functions off from 
the Commerce post and reestablish the 
independent status of the Federal Loan 
Administrator. 

Consideration of Corporation Audits 

During the hearings on the George 
bill. there w-as relatively little discus- 
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sion of independent audit controls over 
the various component corporations in 
t h e  F e d e r a l  Loan Agency.  Senator  
Claude Pepper of Florida $\a5 about the 
only member of the Senate Committee 
on Commerce (which held the hearings) 
w-ho made inquiries along this line. For 
example, he asked Senator George at 
one point: 

Re11, d ~ e a  the Srnator happen to knut+ the  
legislati\e hi+tury or the congresaioiial p a d  uf 
\$hrther or not thr prrwnt  elicurntient of the 
Federal Loan -\gent? ha, d ) m i t t e r (  or ha> dp- 
reed to or inade p u 4 ) l e  the auditing of hi. 
apenc) b) the auditing agenc! of the Gutern-  
ment u h i c h  is responsible tu Longre,,. fur 
r u m p l e .  the  Comptroller Geiiera1.s office? 

Senator George's response was that he 
did not recall. 

Senator Pepper's questioning of Jesse 
J o n e s  on t h e  a u d i t  a r rangements  
brought out the fact that GAO did not 
audit RFC but that the corporation en- 
gaged CPA firms to audit its accounts. 
Mr. Jones  also introduced into t h e  
Committee's hearing record an exchange 
of correspondence between him and the 
Comptroller General in May 1943 by 
which agreement on a GAO audit of 
RFC was reached, provided appropriate 
statutory authority were enacted. 

Senator Pepper also raised the ques- 
tion on auditing with Mr. Wallace w-hen 
he appeared before the Cotnmittee. He 
asked w-hether Mr. Wallace felt that 
"the Federal Loan Administrator's of- 
fice and all the lending agencies under 
that office, should be subject to the 
regular auditing procedures of the  Gov- 
ernment through the Comptroller Gen- 
eral. uho  answers to the Congress?" 
Mr. \riallace stated that he did and that 
it would be "a very great safeguard." 

He then referred to the comprehen- 
s ive  list of recommendations submitted 

to the President of the Senate on Feb- 
ruary 10. 1940, b!- the Secreta? of the 
T r e a s u t ~  in respon3e to a Senate resolu- 
tion concerning Government corpora- 
tion,. C;omtnittee tnetnbers apparently 
i2eren.t interested in pursuing this par- 
ticular kind of inforniation at the time, 
and details of the Treasury's sugges- 
tions n e r e  not tleveloped during the 
hearing. .is a matter of history. it may 
be noted that the Treasuy's report was 
in response to Senate Resolution 150 in 
the 76th Congress. to auditing ar- 
rangements, t h e  Treasury had recom- 
mended that the Comptroller General 
he authorized to employ publ ic  ac-  
countants to audit Government corpora- 
tions. 

The Committee's report on the bill. 
t\hich favored enactment, did not dis- 
cuss auditing arrangements. The minor- 
ity report, signed by four members in- 
cluding Senator Pepper, opposing the 
bill,  did mention that Mr. vi a l lace  
'-thought the lending agencies should 
b e  huhject to the audit of the Comptrol- 
ler General." 

Audit Provisions 

The bill was taken up in the Senate 
on February 1. 1945,  at w-hich time 
Senator Byrd introduced his amendment 
providing GAO audit authority over all 
Government corporations. The amend- 
ment was accepted in the Senate, which 
passed the bill on the same day. The 
House passed it on February 16, and it 
w-as approved by President Roosevelt on 
February 24. 

.As enacted, section 5 of the George 
.IC t p rovi decl that : 

The financial transactions of all 
Government corporations be  au- 
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dited by GAO “in accordance with 
t h e  pr inc ip les  a n d  procedures  
applicable to commercial corporate 
transactions and under such rules 
and regulations a s  may be pre-  
scribed by the Comptroller Gen- 
eral . . . ‘’ 
The audits ”shall be conducted at 
the place or places where the ac- 
counts of the corporations are nor- 
mally kept.” 

GAO representatives were to have 
”access to all books, accounts, fi- 
nancial records. reports, files. and 
other papers, things, or property 
belonging to or in use by the re- 
spective corporations and neces- 
sary to facilitate the audit.” 

GAO representatives were to be 
’-afforded full facilities for verify- 
ing transactions with the balances 
or securities held by depositaries, 
fiscal agents, and custodians.” 

The audits were to be made for each 
fiscal year ending on June 30 and re- 
ports submitted to the Congress by the 
following January  15. T h e  law also 
specified the kinds of information to be 
included in the audit reports. 

The specified beginning date of this 
new- audit authority gave the Comptrol- 
ler and G.40 considerable concern at 
the time. The act provided that the cor- 
poration audits were to begin with fiscal 
year 1943. T h i s  year was nearly 7 
months gone by the time the act became 
lau. Even though GAO had previous 
audit authority over some of the corpo- 
rations, w-hich it exercised, the across- 
the-board requirement for commercial- 
type audits of all of the corporations 
emphasized the need for a separate or- 

ganization with an experienced staff to 
effectively carry it out. 

In appearing before the Senate Ap- 
propriations Committee on March 12, 
1945, to discuss the need for appro- 
priate authority to obtain competent 
staff for the job, Comptroller General 
Warren  d e s c r i b e d  t h e  r e q u i r e m e n t  
placed on GAO by the George Act as “a 
stupendous, mammoth undertaking,” 
particularly in the light of the fact that 
the first fiscal year to be covered was 
nearly two-thirds over. 

Need For More 
Comprehensive Law Recognized 

During the floor discussion of the  
George bill in both the  Senate  and 
House, reference was made to more 
c o m p r r h e n s i v e  corpora t ion  cont ro l  
legislation that u a s  being developed. 
Senator Byrd, in particular, called at- 
tention to this work after questions were 
raised that audit requirements did not 
go far enough in providing controls over 
the Government corporations and that 
provisions should also be made for ad- 

vieu and congressional ( ra ther  than 
State) chartering of new corporations. 
Senator Robert Taft of Ohio specifically 
ra ised these  ques t ions ,  but  he  and  
others accepted the corporation audit 
amendment to the George bill on the 
basis that more comprehensive corpora- 
tion control legislation would be intro- 
duced shortly. 

Even before the George Act became 
law. Senators Byrd and Butler intro- 
duced, on February 5, 1945, their more 
comprehensive bill ”to provide for fi- 

ditional controls, such as budgetary re- 
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nancial control of Government corpora- 
tions.” 

Hearings were held on the bill by the 
Senate Banking and Currency Commit- 
tee in April and  May 1945,  and on 
similar bills by the House Committee 
on Expenditures in the Executive De- 
partments shortly after. 

Senator Byrd was the first witness be- 
fore the Senate Committee. He cited his 
longstanding concern about the lack of 
congressional control over the numer- 
ous corporations acting a s  instrumen- 
talities of the Federal Government. He 
observed: 

By the operation of these. . .corporations, 
Congress has lost specific control m e r  the ex- 
penditures of vast sums of funds for which, 
under the Constitution, it is responsible to the 
citizens of America. 

He a lso  c a l l e d  a t ten t ion  to t h e  
s tud ies  of t h e  subjec t  by t h e  Joint  
Committee on Reduction of Nonessen- 
tial Federal  Expendi tures  which he  
chaired. The Committee had submitted 
a comprehensive report to the Senate on 
August 1, 1944, based on a 2-year 
study of Government corporations, 

Its major conclusion u a s  that there 
was ”no effective over-all control over 
the corporations and that this lack of 
control by the Congress, the Bureau of 
t h e  Budget ,  t h e  Treasury ,  and  the  
GAO” should have immediate attention. 
It recommended that the corporations 
prepare business-type budgets, to go to 
the Bureau of the Budget and then to 
the Congress, and that the corporations 
be  audited by GAO. 

In commenting on the auditing, the 
Committee stated: 

But most important is that all Corporations be 
brought under revien by the General Account- 

ing Office through audit or audit and settle- 
ment. Reports of such audits should be made 
directly to Congress. . . 

. . . the General  .4ccounting Office, t he  
agency of Congress to enforce the legislative 
w i l l .  should be brought into this picture. 

There hds been a groning independence on the 
part of corporations to resist attempts of the 
General Accounting Office tu audit their ac- 
counts: on the other hand, this Office has ne- 
glected tu press its rights in this matter. 

Relationships between GAO and the 
Government corporation community up  
to the time of the 1945 legislation is  a 
long story in itself and need not be re- 
viewed here in any detail. Annual re- 
ports of the Comptroller General, e.g., 
for 1928, 1929, and 1932, had called 
attention to the growing problem from 
time to time without much effect. The 
work of Senator Byrd’s Joint Committee 
stimulated more concentrated effort in 
GAO, particularly in the form of getting 
the facts on the organization, financing, 
and powers of the numerous corpora- 
tions. Frank H .  Weitzel, then Assistant 
to the Comptroller General, played a 
leading part in the uork of assisting the 
Committee in its study. In the process, 
he acquired the distinction of being 
GAO’s expert on the subject. 

Comptroller General Warren, when 
he appeared before the Senate Approp- 
riations Committee in March 1945 to 
discuss his needs for hiring authority as 
a result of the George Act, stated that 
Frank Weitzel was “the foremost au- 
thority I know of on Government corpo- 
rations. He is the man who has made 
the very exhaustive study that our Of- 
fice has furnished the Byrd committee 
and others on that subject.” He added 
that, “He knows, in my opinion, more 
about these Government corporations 
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and their structural set-ups than any 
other man I know of in the Government 
today.”. 

Mr. Warren made similar statements 
in testifying on the more comprehensive 
corporation control legislation before 
t h e  S e n a t e  Banking  a n d  Currency  
Committee. He informed the Committee 
about the  exhaustive and up-to-date 
(that is, as of June 30, 1944) Reference 
Manual of Government Corporations, 
which GAO had just completed under 
Mr. Weitzel’s direction. 

Following the issuance of the Byrd 
Committee report in 1944. staff mem- 
b e r s  of t h e  Commit tee ,  G A O ,  t h e  
Bureau of the Budget, and the Treasury 
worked together to develop proposals on 
the best way to give effect to the Com- 
mittee’s recommendations. 

Commodity Credit Corporation 
Audit Arrangement 

Another major Government corpora- 
tion in operation in the 1940s w a s  the 
Commodity Credit Corporation. It came 
under G.40 audit of a commercial type 
a year before the George Act w a s  pas- 
sed. Richard W. Maycock, now deputy 
director for financial management in 
the Financial and General Management 
Studies Division but in 1945 Treasurer 
of the Commodity Credit Corporation, 

I n  comment ing  on  t h e  new com- 
prehensive corporation control bill, Mr. 
Maycock stated: 

U e are glad to have this independent commer- 
cial type audit of the Corporation by the Gen- 
eral kccounting Office. We feel that Congress 
and the public should have a report on our 
operatiun, from the public auditor. 

Enactment of Government 
Corporation Control Act 

T h e  Byrd-Butler  bill-later to be  
known as  the Byrd-Butler-Whittington 
bill-was passed by the House in Sep- 
tember and the Senate in November, 
and was approved by President Truman 
on December 6, 1945. 

Comptroller General Warren called 
the bill “the most forward-looking and 
outstanding piece of legislation of its 
kind in the last 25 years” and, in en- 
dorsing it, he  expressed his opinion 
that it was “one of the first great steps 
to financial stability of the  Govern- 
ment.” 

When he signed the bill into law, 
President Truman stated that he found 
much satisfaction in doing so since he 
had “long believed in the principle it 
embodies.” He called the act ”a for- 
ward step in furthering the business- 
like management of Government” and 
noted that it increased “the orderly con- 
trol by the Executive and the Congress 
of the Government corporations without 
impairing their usefulness.” 

called the earlier legislation providing 
for GAO audit of that corporation to the 
Senate Committee‘s attention. The audit 
provision w a s  a part of Public Law 240, As  finally enacted, the Government 
approved  February  28, 1944, a n d  Corporation Control Act specifically re- 
worked out  jointly by the corporation quired that each audit report of the 
and GAO. Comptroller General contain statements 

Required Financial Statements 
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of assets and liabilities; capital and 
surplus  or deficit; surplus  or deficit 
anal! s is ;  income and  expense ;  and  
sources and application of funds. 

The requirement for the funds state- 
ment was not included in the bill as  
originally introduced, and i t  is of some 
interest to identif?. w-here this require- 
ment came from. 

One of the two w-itneases representing 
the American Institute of accountants 
(now the American Institute of Certified 
Public. Accountants) who appeared be- 
fore the Senate Banking and Currency 
Committee in support of the legislation 
w-as Henry  P. S e i d e m a n n .  Mr. 
Se idemann was on  t h e  staff of t h e  
Brookings Institution, but he also was 
chairman of the  American Inst i tute  
committee which had the descriptive 
but cumbersome label of Subcommittee 
on Control of Federal Corporations of the 
Unofficial Committee to Consider Prob- 
lems of Federal Governmental Account- 
i n g  a n d  Audi t ing .  O n e  of Mr. 
Seidemann’s suggestions for amending 
the bill, which was adopted, was to in- 
sert the requirement that the Comptrol- 
ler General’s audit report include a 
statement of sources and application of 
funds. 

The statutory requirement for this 
very useful statement placed the finan- 
cial reporting practices of the Federal 
corporations w e l l  in advance of those in 
private industry, where such a state- 
ment \\as not, at the time. a regular 
part of the financial statements which 
public accountants audited and expres- 
sed opinions on. It was many years 
later-in 1971 in fact-before the Ac- 
counting Principles Board of the AICPA 
adopted the reporting standard that the 
funds statement was a basic financial 

statement for profit-oriented business 
enterprises. (APB Opinion No. 19) 

Congressional Review 

The Senate Committee on Govern- 
ment Operations reviewed GAO’s per- 
formance in auditing the corporations 
on at least two occasions after the law 
had been in operation for several years. 
The Committee’s observations were pre- 
sented in the following reports: 

‘*Audits of Government Corpora- 
tions” (Senate Report No. 2685, 
8 1 s t  Cong. -December 1950). 
(The Committee was then known as 
the Committee on Expenditures in 
the Executive Departments.) 

”Audit  Reports  of Government  
Corporations and Agencies” (Se- 
n a t e  Report  No.  861, 8 3 r d  
Congress-January 1954). 

The Committee’s conclusion in  its 
1954 report on the effectiveness of the 
1945 corporation control legislation is 
of interest. 

I t  i +  c lear  that  the ( h e r n m e n t  Corporation 
Cuntrol . k t  has aifurded the  legislative branch 
a \ d l u d b l r  and indi~pensable  independent re- 
k i r ~  of uperationk. a n d  has made available 
.ound r e ~ ~ ~ ~ i n i i i e i i d a t i ~ ~ n ~  for legislative action 
%hi<  h f u l l y  judif! the % ~ i & m  of its  enactment. 
The report. ~ n d  rrcwrnmrndatiuns of the Gen- 
eral  -\~xwunting Office, made under the  provi- 
wrnh of the Go\ernment Corpuration Control 
-2~1.  habe runtributed tu the enactment of bet- 
t r r  and  niurr comprehen-ive IegiJation, and  
habe been uf great a,hi&mce to the Congress 
in cuiisi~lerinp the r x t r n s i r r n  o r  curtailment of 
corpurate actibitira. 

Since the publication of the above 
report, congressional committees ap- 
parently have seen little need to review 
audit operations under the  Government 
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Corporation Control Act. This can be gress of the United States, on “Government Cor-. 

attributed to (1) the improved degree of 
congressional control that resulted from 
the 1945 legislation, (2) the decline in 
the relative importance of the opera- 
tions of Federal corporations to total 
Government operations, and (3)  t h e  
emergence of other problems demand- 
ing congressional attention. 

Concluding Remarks 

Thirty years later, it seems clear that 
the  Government  corporation control 
legislation of 1945 was a very signifi- 
cant development that played a large 
part in paving the way for the moderni- 
zation of GAO’s audit operations. And 
it is also evident that the type of audit 
work performed in the first years after 
the legislation became effective was the 
principal forerunntr  of the expanded 
scope of audi t ing that  character izes  
GAO auditing today. 
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Productivity Note 

Short of either increasing taxes or cutting out programs, productivity seems 
about the only way Government can bail itself out of an impossible 
quandary-having too-few dollars to do the too-many things it is being pres- 
sured to do. 

C. W .  Borkland 
Government Executiue 
March 1975 
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SHIRLEY WARD 

Assignment on Capitol Hill 

A GAO auditor assigned to a congressional committee describes 
the work she did and relates her observations about the job of a 
committee staffer. 

GAO helps the Congress directly in 
several ways-one of w-hich is assigning 
personnel to congressional committees. 
During the past year one of my assign- 
ments was with the Subcommittee on 
Defense of the House Appropriations 
Committee. Regarding that w-ork, I have 
been asked (1) what I did, (2) how- I got 
the job, and ( 3 )  how such an assign- 
ment affects promotion. I’ll answer 
these questions and relate some of my 
impressions on the inner workings of a 
congressional committee. 

The Assignment 

My principal assignment was to help 
the Suhcomrnittee evaluate the Depart- 
ment of Defense budget justification for 
funds to pay increased fuel costs. The 
Subcommittee Chairman w a s  concerned 
not only because the Department and 
the military services had submitted var- 
ying estimates of amounts needed to 
pay the fuel bill but also because the 
amounts, ranging hetw-een $3 billion 

and $4 billion, were about 120 percent 
greater than the fiscal year 1974 fuel 
costs. 

R hen I reported to the job in mid- 
May of 1974. the Subcommittee already 
wds  holding hearings on the fiscal year 
1975 budget and therefore could give 
only litnited direction to my audit ef- 
forts. Basically I was told to find out 
Mhy the Department needed so much 
nione)- for petroleum, oil. and lubri- 
cants and to finish the w-ork by July 15, 
the date for submitting the Defense ap- 
propriation bill to the full Committee. 

Needless to say, I u a s  apprehensive 
about  the  ass ignment .  Two months 
surely was not enough time to round up  
and evaluate facts about the vast quan- 
tities of fuel needed by the Department 
of Defense. (Although Parkinson’s Law 
probably uouldn’t apply, I was not so 
certain about the Peter Principle.) I’ll 
airnit I had hoped to have a chance 
some day to uork on the Hill, but these 
iiere not esactly the circumstances I 
had in mind. Fortunately, however, the 

% l i s  drd i d  d supen iwn- accuuntant in  the Financial and Grilerdl \ldndgeinent Studies 
Division. She jwiird G.10’- D d l l a ~  uffirr in 1Y67 after rrwi \ i i ig  dn M.B.4. degree at the 
Unihersit! of Texd-. and M ~ R  assigned tu G4O.s Frdiihfurt. Geriiidn). office from 1Y68-72. +liss 
nard I* d C P \  (Texas). 

GAO ReviewlFall ‘75 23 



ASSIGNMENT ON CAPITOL HILL 

revien requirements were so general 
that I could approach the work a s  I 
thought best. .4nd the best approach, in 
my opinion, uas  to decide which facts 
uould be needed to give an overall view 
of the subject and then learn as much 
as possible about those topics in the 
time alloued. 

The first step u a s  to become better 
acquainted uith the subject area. Most 
of the background information about the 
Department’s fuel  management  and  
usage I learned from talking uith the 
Subcommit tee  s taff  member  u ho 
monitors t h i s  segment of the Defense 
budget and from a reading file of docu- 
ments  h e  had  compi led .  T h e  staff 
member also suggested Department of- 
ficials u ho could provide information 
and answer questions, or who could at 
least designate sonieone to do so. ( I  had 
the opportunity to meet most of these 
officials because they were the primary 
witnesses a t  the hearings which the 
Subcommittee w a s  then holding.) I also 
had copies  of prior hear ings of t h e  
House Appropriations Committee and of 
reports prepared by other congressional 
committees dealing w i t h  the fuel hitua- 
tion. 

After a feu day5 of orientation, I 
began to get doun to basics: deciding 
not only what fac,ts t h e  final report 
should include but also the best way of 
obtaining and  verifying those facts. outside the Department dealt with 
Some of the  topics 1 felt needed atten- relate(] aspects of the prot,lem and fol- 

lowed up on as  many ideas a s  possible. tion are listed below. 

-quantity and value of inventories This was a solo except for 
for the seven major categories of &scussions with the Subcommittee 
fuel. member. He helped resolve matters of 

-Purchases and sales in each cate- priority and evidence because I was  
concerned about slighting areas  that 

-Status of war reserve stocks. seemed to need auditing. Most of the 
g o v .  

-Description of the standard price 
computation used by fuel stock 
fund mangers in setting the price 
to be paid by the military services. 

-Analysis of financial statements of 
the fuel stock fund and the defense 
s tock fund to assess  projected 
>tuck fund operations. 

-Reasons for tariff (rate) increases 
charged by the military airlift and 
sealift commands. 

--Ka.;is for establishing jet fuel re- 
quirernents for Air Force and Navy 
planes. 

-Level of f lying a n d  s t e a m i n g  
hours. 

-Provihion of contracts entered into 
by DUD for the purc,hase of fuel. 

-Price paid for fuel by commercial 
airlines and ships. 

-Fed era  1 E ne  rg y ,4 d m i n i s t r a t i o n 
cost-reporting requirements for pe- 
tr(JkuIl1 products. 

--Conservation efforts of the De- 
partment of Defense. 

I spent the nest 6 weeks gathering 
facts about thrse  topicb. .it  my request 
t h e  military services and the Defense 
Supply  Agency submi t ted  s p e c i f i c  
statistical data to augment information 
in the  budget presentation. I analyzed 
the data and the budgets and prepared 
questions for interview5 ~ i t h  Depart- 
ment managers. I also contacted people 
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topics I had set  out to learn about  
should have required many staff-days of 
study . . . but t h e  July 15 deadl ine  
simply did not allou for extensive in- 
vestigation. 
.Is a result of the review, the Sub- 

committee held a special hearing in  
u h i c h  Defense officials uei-e asked  
ahout programs and plans directly af- 
fecting fuel usage and pricing. This 
hearing was their opportunitv to explain 
and support the budget request in re- 
sponse to the additional information I 
had gathered. 

After the hearing, the full Committee 
met i n  closed session to determine the  
funds to be appropriated to the Depart- 
ment of Defense. The facts I had ob- 
tained, plus testimony presented during 
the hearing, were considered, and the 
Committee recommended a reduction of 
$148 million in the request for fuel 
funds. The recommended reduction u a s  
concurred in by the House and sus- 
tainrd 1, the Senate. 

The summary I wrote stated facts and 
conclu3ions about those issues which 
most directly affected the funding re- 
quest: too-high price of jet fuel; over- 
stated effect of fuel prices on airlift and 
sealift tariff rates; inappropriate sur- 
charge increase for the fuel stock fund; 
inadequacy of fuel conservation pro- 
grams; and inefficient use of aircraft. 
The summary was printed as  part of 

General, through GAO's Office of Con- 
gressional Relations, for staff assist- 
ance. That office, in turn, requests the 
operating division w ith audit jurisdic- 
tion to detail one or more auditors to the 
committee. The procedure was altered 
slightly for this assignment because I 
had worked with another committee on 
a similar project and the experience 
gained there was expected to shorten 
the learning curve for the Defense Job. 

Effect on Promotion 

The consensus of GAO auditors I 
questioned on the subject is that work- 
ing uith a committee is valuable ex- 
perience. Also, because assignments 
are for no longer than 1 year, the au- 
ditor is not auay from GAO too long. 
Although the committee staff member 
who supervises the work does not fill 
out G 4 0  performance and promotion 
forms, t h e  commit tee  chairman c a n  
send a letter to GAO describing the 
specific uork done by the auditor. This 
letter can influence the rating. espe- 
ciall) if  the job uas done particularly 
u e l l .  Fur ther ,  I th ink  t h e  ins ights  
gained and the contacts made during a 
committee assignment can. at least in- 
directly, favorably affect promotion rat- 
1ng5. 

House Appropriations Committee Re- The committee 
POIT 93-1255. 

The Defense Subcommittee (1 of 13 
subcommittees of the House Appropria- 
tions Committee) has the responsibility 
for reviewing the Department of De- 
fense budget and recommending a fund- 
ing leve l  t o  t he  full Committee. The 

Selection of Staff 

The standard procedure in making 
these assignments is for the chairman of 
a committee to ask the Comptroller 
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Subcommit tee  h a s  12 congressional 
members, 5 staff members (I worked for 
one of the staff men), and 3 administra- 
tive assistants. The Chairman of the full 
Committee has held that position for 10 
years and has headed the Defense Sub- 
committee for 25 years. His recommen- 
dations on Defense budget matters are  
rarely challenged. 

Subcommittee staff members handle 
most of the behind-the-scenes review 
and analysis work. Although I did not 
read a formal job description (if, in- 
deed, one exists) for these positions, I 
observed staff members analyze budgets 
of the Defense agencies and the three 
military services; draw u p  questions 
about activities of programs which need 
further clarification; arrange and par- 
t i c ipa te  in  Subcommit tee  hear ings:  
answer quest ions from Congressmen 
who have received allegations from con- 
stituents or who read about allegations 
concerning Defense activities; explain 
congressional action to constituents, 
journa l i s t s ,  and  o ther  groups;  he lp  
Members prepare for floor debate; and 
line up  speakers for group meetings in 
the Congressmen’s districts. The job is 
demanding and staff members spend 
long hours getting the work done. 

A staff job on the Hill is exciting and 
rewarding. These people are where the 
action is. They are in the right spot to 
know what’s happening as well as  to ac- 
tually influence the Federal bureaucra- 
tic apparatus. But, i t  seems to me that 
staff members need a high tolerance for 
frustration. Thei r  recommended re- 
sponse to a situation or problem is not 
necessarily the one which becomes pub- 
lic law, and i t  is difficult at times to 
accept or understand the elements of 

compromise. Staff members work in a 
political atmosphere. To retain their 
composure and effectiveness they must 
be auare of the constraints imposed by 
that factor. 

One element of the committee envi- 
ronment that particularly impressed me 
was the seemingly unlimited sources of 
information available to Congressmen 
and committee staffs: 

-Hearings and briefings give Gov- 
ernment and non-Government wit- 
nesses  opportuni t ies  to present  
their view5 on governmental action 
and to respond to quer ies  from 
Congressmen. 

-The Congressional Research Serv- 
ice provides  his tor ical  d a t a  on 
practically any subject requested. 

-The House Appropriations Com- 
mittee’s Surveys and Investigations 
staff makes special studies and re- 
ports on governmental programs 
and activities. 

-The various agencies, offices, and 
bureaus in the Government assign 
personnel to reply to requests for 
information from legislators and 
committees. 

-The General  Accounting Office 
recommends improvements in fi- 
nancial and program management. 

Informal communication, such as let- 
ters from constituents and articles in 
periodicals and newspapers, is  also im- 
portant. And these are just a few exam- 
ples. One difficulty, of course, is find- 
ing the time to analyze and understand 
all that is read, seen, and heard. The 
other enormous difficulty is converting 
this information into beneficial Iegisla- 
tion. 
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I noted that GAO's reports are  con- 
sidered first-class products. A particu- 
lar congressional viewpoint supported 
by a G A O  report is not easily dis-  
counted. Although staff members com- 
mented about the length of time re- 
quired to issue a report, they recog- 
nized the effort GAO makes to brief 
Congressmen. committees, and staff; to 
prepare questions for hearings; and to 
have representat ives  appear  a s  wit- 
nebses at the hearings. 

One other point concerning GAO: my 
understanding about action taken as a 
result of GAO reviews has been revised. 
Before the Committee assignment, I as- 
sumed that G 4 0  findings and recom- 
mendations were sure to lead to positive 
congressional response to bring about 
changes. I found this is not always the 

case. And, because i t  is not possible to 
predict \+hich reports uill directly affect 
legislative action. i t  is essential that the 
agencies  in\-olved be  convinced the  
finding.-, are valid and the recummenda- 
tion5 appropriate to bring about mure 
effec.tive program mangement. 

\ o r k i n g  on Capi ta l  H i l l  was 
exc iting-just the kind of political sci- 
ence course I needed. Q.atching Gov- 
ernnient in action is more interesting 
than just reading about it, and a com- 
mittee assignment is one of the best 
-'places" for watching. Like most real 
learning experiences, the value of the 
assignment continues after the job is  
cotnpletetl. GAO benefits from having a 
better informed auditor. and the auditor 
h ie f i t s  b y  being a better informed em- 
ployee and citizen. 

Basis of Good Writing 

It takes a logical and disciplined mind to produce d logicdl and di3cip- 
lined communication. Unsound, uninfurmed or hast\ thinking >land forth for 
Hhdt the) are in t h e  m e n  iless glare of \%urds. Indecision indkes i t s  prehence 
knoun in ambiguit! and circularit) of yenhe. 

Professor Mary C. Bromage 
U n i r r r b i t )  of Xfichigdn 
Diridend. Fa11 1971 
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STANLEY S. SARGOL 

How to Run (Or Not Run) 
A Railroad 

Rail passenger service should he a viable alternative means of 
transportation in the United States, hut how do we make it so? 
Here are recollections of some of the practical prohlems, 
solutions, and e?rperiences encountered in GAO’s first attempt to 
grapple with this issue. 

In recent years, the question of how 
to run a railroad has  emerged a s  a 
major economic consideration in the 
Nation. In the 1960s, most railroads 
were losing money on their passenger 
operations, facilities had deteriorated, 
tracks were in bad condition, and pas- 
senger  se rv ice  was be ing  c u t  back  
f u r t h e r  a n d  f u r t h e r  i n  a n  effort to  
minimize a losing operation. The Gov- 
ernment’s answer to this dilemma was 
to enact the Rail Passenger Service Act 
of 1970 and to create a for-profit pri- 
vate  corporat ion to operate  and  re- 
vitalize U.S. intercity rail passenger 
service. The corporation was formally 
named the National Railroad Passenger 
Corporation, but it is better known as 
AMTRAK. 

About  9 months  a f te r  AMTRAK 
started operations in May 1971, the 
Subcommittee on Transportation and 
Aeronautics of the House Committee on 
Interstate and Foreign Commerce asked 
GAO to make a comprehensive review 
of AMTRAK’s operations. At the time 

of our review, 13 railroads’ had entered 
into contractual arrangements to pro- 
vide AMTRAK with the necessary serv- 
ices ,  personnel ,  e q u i p m e n t ,  a n d  
facilities to operate rail passenger serv- 
ice on 21 basic routes. Under these ar- 
rangements, the railroads were to be  
reimbursed for any related operating 
costs in excess of revenue. Ever since, 
cos ts  have  always e x c e e d e d  rev- 
enues-a net deficit of over $300 mil- 
lion has been projected for fiscal year 
1975. 

Getting Started 

We started our work in somewhat of a 

‘Atchison, Topeka and Sante Fe; Baltimore 
and Ohio: Burlington Northern; Chesapeake 
and Ohio; Chicago, Milwaukee, Sr. Paul and 
Pacific; Illinois Central  Gulf; Louisville & 
Nashville; Miasuuri Pacific; Penn Central;  
Richmond, Fredericksburg and Potomac; Sea- 
budrd Coast Line: Southern Pacific; and Union 
Pacific. 

Mr. Sargol is an assistant director in the Resources and Economic Development Division. 
While dssignrd at the Department of Transportation. he was directly responsible for the 
AMTRAK audit. A graduate of King’s College (Pennsylvanla) and a CPA (Virginia), he  is now 
assigned tu audit work at the Department of Agriculture. 
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quandary-how do you audit a railroad? 
A special task force w a s  put together 
and, after some long hard thought, w e  
identified what w-e thought should be 
the  essential features of a good pas- 
senger railroad operation: 

--Good equipment adequately main- 
tai nerl . 

--Convenient schedules  and train 
make-up (consists) offering needed 
customer accommodations (sleep- 
ers. dining facilities, etc.). 

--Clean t ra ins  and  te rmina ls ,  
courteous personnel, and high on- 
time performance. 

-Fast and  efficient reservat ion.  
train information, and ticketing 
systems. 

-Aggressive and innovative market- 
ing techniques to attract increased 
patronage. 

We figured our work in these areas 
should follow the normal GAO approach 
of evaluating actions taken and progress 
made and of zeroing in on situations 
where further actions or improvements 
were needed. The problem was that we 
didn’t have a good fix on how to go about 
doing this. So we tried a lot of things on 
a trial-and-error basis. Despite all the 
“errors,” our work resulted in four pretty 
good congressional reports and some 
unusual and good experiences. 

Almost from the outset, i t  became 
apparent that u e  would need a lot of 
help from many different sources of 
special talent to augment the work of 
our staff and meet the special needs of 
the job. 

The services of a GAO attorney 
were obtained on priority call for 
s p e c i a l  l ega l  research  a n d  

analyses. 

0 A contract for special studies was 
negotiated wi th  a firm of transpor- 
tation specialists. 

0 Arrangements were made with the 
General Services Administration to 
computerize audit data that was too 
difficult for us  to handle manually. 

Programs to process the data and 
to print out the  needed reports  
were defined, specified, and ob- 
ta ined from o u r  automatic  d a t a  
processing group. 

Our systems analysis group helped 
to evaluate  transportation s tudy 
methods. 

Our administrative services people 
helped meet special printing and 
supply needs. 

Regional staffs in Chicago, Los 
A n g l e s ,  and New York were given 
responsibility for reviewing desig- 
nated railroad operations. 

0 Finally, arrangements were made 
to obtain the assistance of teams of 
auditors from 13 GAO field offices. 
The teams were deployed  i n  a 
nationwide onboard survey of pas- 
senger  train service and condi-  
tions. 

Clearing the Air 
T u o  major problems were encoun- 

te red  ear ly  i n  o u r  re la t ions  with 
AMTRAK.  The official designated as 
A M T R A K ’ s  l i a i son  with GAO was  
somewhat unfamiliar with GAO’s role 
and mission in the Federal scheme of 
things and viewed us  in the same light 
as  a CPA firm making strictly a finan- 
cial, balance sheet type audit. He re- 
sisted our attempts to obtain records 
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dealing with management plans and de- 
cisions, railroad operating activities, 
and anything else that he thought went 
beyond historical financial records. 

After several discussions of our broad 
audit “charter” from the Subcommittee 
(which  had  b e e n  e n d o r s e d  by t h e  
Chairman of the full Committee), we fi- 
nally eased over this hurdle. Even then, 
our broad-scope authority was viewed 
as  stemming solely from the Subcom- 
mittee’s request-not from any inherent 
authority of our own. It w a s  not until 
some clar i f icat ion was made  in t h e  
AMTRAK legislation that this point fi- 
nally was resolved. 

T h e  second problem concerned a 
procedure established by AMTRAK to 
require advance clearance of documents 
we wanted to see or obtain a copy of, 
and advance arrangements for any dis- 
c u s s i o n s  we wanted  to have  with 
AMTRAK personnel. We could not dis- 
cuss  AMTRAK matters with anyone 
without a n  A M T R A K  liaison repre-  
sentative being present. Because clear- 
ances  and  interviews sometime took 
weeks to arrange, w e  soon got to the 
point where our work began grinding to 
a standstill. Again, we held meetings to 
try to resolve this problem. Slowly, as  
the liaison official came to know our 
staff a little better, he became more 
aware of GAO’s professionalism and ob- 
jectivity and came to realize that w e  
had no special ax to grind. His attitude 
of protecting AMTRAK’s vital interests 
became a little more compatible with 
what w e  were trying to do and the prob- 
lem began easing a little. 

We progressed to the point where 
only t h e  in i t ia l  meet ing  with a n  
AMTRAK official had to be arranged by 

the liaison; w e  were on our own regard- 
ing any subsequent meetings. Soon af- 
terwards, all liaison arrangements were 
dropped and we were free to meet and 
ta lk  with anyone  a t  any  time. T h e  
document clearance problem was re- 
solved for the most part by limiting its 
applicaton to certain kinds of docu- 
ments and providing speedy clearance 
service. W e  received excellent coopera- 
tion from that point on. We had infor- 
mally alerted the Subcommittee staff 
about these problems but, a s  the situa- 
tion started to improve, w e  felt no need 
to pursue this avenue any further. 

Condition of Equipment 
The AMTRAK task force initially 

was organized into four groups of one to 
four people; each group was given an 
area to review. The largest group was 
put on the equipment area because that 
seemed to be AMTRAK’s major prob- 
lem at the time. AMTRAK had bought 
about 1,425 used rail cars  from the 
railroads-more than it thought would 
be  needed to meet route schedules. 
However, the age and generally poor 
condition of the  cars  was such  that 
many could not be used in train con- 
sists without major repair work. Con- 
sequently, AMTRAK had to lease addi- 
tional cars to meet its needs. AMTRAK 
also bought about 260 locomotives- 
these too were old and generally in poor 
condition. A flood of complaints poured 
in  about  AMTRAK’s s e r v i c e  and  
equipment and staggering maintenance 
and repair costs-$76 million for the 
first 14 months of operations-were 
being incurred. 

The Washington staff kicked off this 
review phase by compiling operating 
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\ \ I  I H \ h  pllll~ll 

Maintenance facilit? at Beech Grme, Indiana. ushere our Chicago staffdid some looking and checking. 

statistics and reviewing equipment rec- 
ords and car assignments at AMTRAK 
headquar te rs  in  R'ashington.  After 
some exploratory probes and a confer- 
ence w i t h  the Washington task force, 
our  three field offices deployed their 
staffs to look into actual  equipment  
conditions and operations in the east- 
ern, central, and western sections of 
the country. This involved on-the-spot 
reviews of (1) passenger car  mainte- 
nance and repair at seven facilities op- 
erated by four railroad companies, (2) 
locomotive maintenance and repair at 
several facilities operated by three rail- 
roads, and (3) car refurbishment work 
at centers operated by two railroads and 
a rail car manufacturer. 

This w-ork, plus our train rides and 
intervieus which are discussed later, 
resulted in a report to the Subcommittee 
on the need to improve train conditions 
through better repair and maintenance. 
We found that, on average, about 500 

cars-one-third of AMTR.4K.s entire 
fleet-&ere out of service on any given 
day for maintenance, repair, or refur- 
bishment. Car shortages were common, 
requests for reservations could not be 
filled, and revenue u a s  being lost. We 
also found that AMTRAK did not have 
direct control over the maintenance and 
repair of its equipment, the cleanliness 
and condition of many passenger cars 
was unsatihfactory, and AMTRAK just 
did not have effective systems for han- 
dling a number of related management 
and operating needs in the equipment 
area. 

A particular problem u a s  the lack of 
spare parts for the old cars. A "diary" 
of one of .L\MTRAK's diner cars illus- 
trates this beautifully. 

-June 6, a car was removed from 
serv ice  because  of a defec t ive  
generator. 

-June 9. the generator was removed 
for repair. 
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-June 25, the  repaired generator 
was installed. 

-June 26, the generator became de- 
fective before the car was returned 
to service. 

-July 1, the generator was again 
removed for repair. 

-August 1 ,  an electrical component 
was removed for use on another 
car. 

-August 12, a kitchen fan was re- 
moved for repair. 

-August 27, a replacement electri- 
cal component was installed. 

-September 12. a range fan w a s  re- 
moved for repair. 

-September  27, t h e  repa i red  
generator w a s  installed. 

-October 2 (118 days later), the car 
was put back in service without its 
kitchen and range fans. 

On-Time Performance 

A second group from the task force 
was assigned to check out the on-time 
performance of trains and to look into 
AMTRAK’s marketing plans and ac- 
tions. Our work on the marketing phase 
was rather limited. AMTRAK was not 
doing much in this area but it seemed 
to us  that AMTRAK really had little to 
work with. Subs tan t ia l  se rv ice  im-  
provements seemed to be a necessary 
prerequisite to any all-out aggressive 
marketing program. The quality of serv- 
ice being what it was, w e  could not see 
our way clear to spending much time 
fussing with AMTRAKs small market- 
ing operation. 

On-time performance was another  
story. Our analysis of reports submitted 
to AMTRAK by the railroads on pas- 
senger train arrivals, coupled with the 

observations reported by GAO staffers 
riding AMTRAK trains, showed a dis- 
mal p ic ture .  Dur ing  o n e  6 - m o n t h  
stretch, one of every three AMTRAK 
trains w a s  late. GAO staff members re- 
ported that some of the delays were 
caused by such things as  “Slowed down 
to accommodate a coal train” or “Side- 
tracked to let a freight train pass.” 
Trains between N e w  York and Kansas 
City were late 83 percent of the time. A 
passenger on this route had to be very 
flexible regarding his time of arrival. 
Even the famed Metroliners, for which 
customers pay a premium, were having 
problems. During one quarter, 40 per- 
cent  arrived late. W e  furnished the  
Subcommittee with a report describing 
how and u hy fewer and fewer AMTRAK 
trains Rere arriving on time. 

Making Travel Arrangements 

Another area we focused on w a s  AM- 
TRAK’s reservation, information, and 
ticketing services. GAO staff members, 
acting as  regular customers, telephoned 
and/or visited 24 AMTRAK reservation 
and ticket offices and one travel agency 
to obtain information, make reserva- 
tions, obtain tickets, or do any combi- 
nation of these things. They also inter- 
viewed 1.900 train passengers to learn 
what difficulties they had encountered 
in making travel arrangements. They 
found that most of the passengers inter- 
viewed had experienced the same prob- 
lems that our people did: 

S l o w  service-On some occasions,  
GAOers had to stand in line 1 %  
hours before being waited on by 
ticket agents. The average waiting 
time was a half hour. 

Dupl ica te  reservat ion a n d  t icket 
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sales-On many trips GAOers and 
other passengers found that their 
reserved seats or sleeping accom- 
modations had also been reserved 
for several other customers. Com- 
promises were necessary-some 
good, some not so good. 

Communication problems-In one ex- 
treme case, a GAOer made 13 at- 
tempts over a period of 4?h hours 
to call a Chicago reservation of- 
fice. When they finally answered, 
he was placed on "hold." After a 
5-minute  d e l a y ,  a n  agent  re- 
sponded and took another 15 mi- 
nutes to provide information on, 
and make reservations for, a trip 
from Chicago to Seattle. 

Other communication problems had 
to do with AMTRAK's failing to notify 
reservation and ticketing offices that 
unserv iceable  passenger  c a r s  and  
s leepers  had been  removed and  re- 
placed by cars w i t h  different capacities. 
'4 number of improvements, including 
an automated reservation service, were 
being planned and made, but their ac- 
tua l  effectiveness was difficult to gauge 
at the time of the review. 

Hiring Consultants 
and Riding the Trains 

The most interesting and unusual 
phase of the review involved riding the 
trains. Here's how it all came about. 
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We hired a firm of transportation con- 
sultants, associated with Northwestern 
University and experts in the field, to 
help us analyze AMTRAK's schedules 
(timetables), consists (train make-up), 
and  r idersh ip  to determine whether  
AMTRAK's service was scheduled op- 
timally and whether train consists were 
adapted appropriately to actual pas- 
senger demand. The firm was to plan, 
design, and organize the study; analyze 
the information obtained; draw conclu- 
sions and develop recommendations; 
and furnish us with a report on the re- 
sults. GAO was to help with the data- 
gathering phase. 

The consultants devised a question- 
naire which GAO survey workers were 
to pass out to passengers on specific 
trains, on specific dates, and at specific 
times of the day or night. Once com- 
pleted, the questionnaires were to be 
collected, certain summaries prepared, 
and the questionnaires and summaries 
forwarded to the consultants (through 
our Chicago office) for machine tabulat- 
i n g  a n d  ana lys i s .  Also,  passenger  
counts were to be made at specific geo- 
graphical points and at specific times. 

What started out as a fairly simple 
assist turned into a complicated under- 
taking. First off, w e  saw some problems 
with the consultants' questionnaire and 
had to work with them to clarify the 
questions and make sure the passen- 
gers' responses  would give us  c lear  
answers to what we really wanted to 
know. Secondly, w e  decided that this 
would be a golden opportunity to collect 
other types of data that could be used in 
other phases of our overall review. Thus 
we went ahead and devised a series of 
pro forma reports for our train riders to 

use in inspecting train cars and other 
railroad facilities and operations. 

Planning and organizing the train 
rides took several weeks. AMTRAK 
cooperated beautifully and provided us  
with f ree  p a s s e s  that  could  b e  ex- 
changed for regular first-class train 
tickets. These passes  covered more 
than 300 individual train trips all over 
the country and helped us  avoid any 
hassle over GAO travel budgets and 
costs. h e  promised AMTRAK that spe- 
cial controls would be established to 
safeguard the passes and insure their 
use for official business only. 

Staff members had to be  gathered 
from all around the country to do the 
actual train riding and data gathering. 
The response from our field offices and 
other  Washington audi t  groups was 
great .  On rather  short not ice ,  staff 
members were made available from 13 
field offices to help in this undertaking. 
Nobody gave us any problems, and the 
enthusiasm and dedication of the staff 
members was really great. 

Although our consultants provided 
schedules and other essential criteria 
and instructions for the onboard train 
survey, i t  was up  to us to assign indi- 
vidual staff members to specific train 
runs on specific days. Particular atten- 
tion had to  be  given to minimizing 
layover time and, on certain runs, de- 
ciding whether one individual could 
handle the job or mhether two would be  
needed. Since some of the trips started 
or ended at crazy hours of the morning 
or night, and covered weekends and a 
holiday a s  wel l  as regular working days, 
special consideration had to be given to 
the hardships this would cause our sur- 
vey workers. An illustration of one of 
the detailed schedules that had to be 
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worked out is shown in exhibit 1. 
An unexpected  complicat ion was 

H u r r i c a n e  Agnes.  O u r  t ra in  t r ips  
spanned the months of June, July, and 
August 1972, and right in the middle of 
this came the hurricane. Tracks were 
washed out, service was discontinued or 
slowed almost to a halt, and ent i re  
trains were isolated and cut off from 
-'civilization." Some of our people had 
to spend nights in tow-ns they never 
heard of before or had to complete the 
trip on their own-by bus, plane, or 
whatever means was available. One of 
our  survey workers lucked out-his 
train was forced to stop near his home 
town in &.est Virginia and he was able 
to catch a ride home and wait i t  out 
there. 

The logistical problems involved in 
the train survey phase were unusual, to 
say the least. About 40,000 question- 
naires had to be printed, on rather short 
notice, and distributed to our field of- 
f ices .  And pencils-we n e e d e d  
thousands of pencils-quickly. O u r  
administrative services people gave us  
great support. The questionnaires (and 
the pro forma inspection reports) were 
printed in a matter of a few days. The 
pencils (the short, golf-score-keeping 
kind) were purchased from Kashington 
commercial sources. 

By t h e  t ime w - e  got every th ing  
together-the detailed schedules; the 
questionnaires, instructions, and other 
papers; the pencils and envelopes: and 
the passes-the scheduled start of the 
survey w-as only a few days away. There 
could be no delay. The overall survey 
design and its statistical implications, 
the detailed schedules of train runs that 
w-e developed, and the expiration dates 
of the train passes all required that we 

start on time. Mailing everything to the 
field was out of the question. The solu- 
tion? Personal delivery service and on- 
the-spot oral brirfings. 

We se lec ted  some staff members  
from our audit group at the Department 
of Transportation, gave them an inten- 
sive and detailed indoctrination in what 
Me wanted done, and had them load up  
their suitcases and board an early flight 
the next day to the field offices in- 
volved. k here possible. w e  arranged to 
have representatives from participating 
suboffice5 meet our people at the re- 
gional offices to pick up their survey 
material, get briefed, and get answers 
to any questions they had on the opera- 
tion of the survey. Although some of our 
"couriers" had never made a field trip 
before, all did a good job of delivering 
and briefing anti the on-board train sur- 
vey started on time. 

There were a lot of hitches and dif- 
ficulties, w-hich were to be expected in 
an operation like this. Nevertheless, 
the survey was a great success and pro- 
vided us with a wealth of first-hand in- 
formation on what w a s  going on i n  
. ~ M T R X K ' s  world. Our people made 
340 trips on 56 different trains operat- 
ing on 20 routes all over the country. 
To make these travel arrangements, 
they made 128 visits to AMTRAK re- 
servation and ticketing offices. They 
personally interviekted 1 ,900  onboard 
passengers; distributed. collected, and 
turned in 32,000 questionnaires filled 
out by passengers; made hundreds of 
passenger counts; and personally in- 
spected and turned in reports on the 
condition of about 900 train cars and 
dozen3 of train terminals. 
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Exhibit 1 

TRAIN TRIPS BY WASHINGTON STAFF MEMBERS 

1 st  Week Washington-Chicago 

Lv. Washington Thurs. 6/15 5:50 p.m. Ar. Chicago Fri. 
Lv. Chicago Wed. 6/21 150 p.m. Ar. Washington Thurs. 

Passenger: D . Brooks 

Washington-Boston 

Lv. Washington Sun. 6/11 2:OO p.m. Ar. Boston Sun. 
Lv. Boston Wed. 6/14 6:51 a.m. Ar. Washington Wed. 
Lv. Washington Thurs. 6/15 1:00 p.m. Ar. Boston Thurs. 
Lv. Boston Fri. 6/16 6:15 a.m. Ar. Washington Fri. 

Passengers: B . Wil l iam,  E. Sarnpson 

Lv. Washington Thurs. 6/15 200 p.m. Ar. Boston Thurs. 
Lv. Boston Fri. 6/16 5:OO p.m. .Ar. Washington Sat. 

Passengers: E. Tomchick, C. Culkin 

2nd Week Washington-Chicago 

Lv. Washington Thurs. 6/22 550 p.m. Ar. Chicago Fri. 
Lv. Chicago Tues. 6/27 1:50 p.m. Ar. Washington Wed. 

Passenger: R .  Busen 

Washington-Boston 

Lv. Washington Sun. 6/18 2 0 0  p.m. Ar. Boston Sun. 
Lv. Boston Wed. 6/21 6:51 a.m. Ar. Washington Wed. 
Lv. Washington Thurs. 6/15 1:00 p.m. Ar. Boston Thurs. 
Lv. Boston Fri. 6/23 6:15 a.m. Ar. Washington Fri. 

Passengers: C. Culkzn, R. Berteotti 

Lv. Washington Thurs. 6/22 2:OO p.m. Ar. Boston Thurs. 
Lv. Boston Fri. 6/23 5:OO p.m. Ar. Washington Sat. 

Passengers: E. Tornchick, E. Sampson 

6/15 255 p.m. 
6/22 120 p.m. 

6/11 9:35 p.m. 
6/14 199 p.m. 
6/15 8:OO p.m. 
6/16 129 p.m. 

6/15 9:35 p.m. 
6/17 1:30 a.m. 

6/23 2.55 p.m. 
6/28 120 p.m. 

6/18 935 p.m. 
6/21 129 p.m. 
6/22 8:OO p.m. 
6/23 129 p.m. 

6/22 9:35 p.m. 
6/24 1:30 p.m. 
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Exhibit 1 (continued) 

3d Week Washmgton-Chicago 

Lv. Washington Thurs. 6/29 550 p.m. Ar. Chicago 
Lv. Chicago Tues. 714 1:50 p.m. Ar. Washington 

Passenger: D. Brooks 

Washington-Boston 

Lv. Washington Sun. 61'5 2:OO p.m. Ar. Boston 
Lv. Boston Wed. 6/28 6:51 a.m. Ar. Washington 
Lv. Washington Thurs. 6/29 1:00 p.m. Ar. Boston 
Lv. Boston Fri. 6/30 6:15 a.m. Ar. Washington 

Passengers: C. Culkin, R .  Berteottr 

Lv. Washington Thurs. 6/29 2:00 p.m. Ar. Boston 
Lv. Boston Fri. 6/30 5:OO p.m. Ar. Washington 

Passengers: C .  Culkin, R .  Berteotti 

4th Week 

Lv. W'ashington Thurs. 
Lv. Chicago Wed. 

Passenger: R . Busen 

Lv. Washington Sun. 
Lv. Boston Ked. 
Lv. mashington Thurs 
Lv. Boston Fri. 

Passenger: R . Busen 

Lv. Washington Thurs. 
Lv. Boston Fri. 

Fri. 
Wed. 

Sun. 
Wed. 
Thurs. 
Fti. 

Thurs. 
Sat. 

Washington-Chicago 

716 550 p.m. Ar. Chicago Fri. 
7/12 150  p.m. Ar. Washington Thurs. 

Washington-Boston 

7/2 2:OO p.m. Ar. Boston Sun. 
717 651  a.m. Ar. Washington Wed. 
718 1:00 p.m. Ar. Boston Thurs. 
719 6:15 a.m. Ar. Washington Fn. 

718 2:OO p.m. Ar. Boston Thurs. 
719 5x00 p.m. Ar. Washington Fri. 

6/30 2 5 5  p.m. 
715 1:20 p.m. 

6/25 9:35 p.m. 
6/28 1:29 p.m. 
6/29 8:OO p.m. 
6/30 1:29 p.m. 

6/29 9:35 p.m. 
711 1:30 a.m. 

717 2:55 p.m. 
7/13 1:20 p.m. 

712 9 3 5  p.m. 
717 1:29 p.m. 
718 8:OO p.m. 
719 1:29 p.m. 

718 9:35 p.m. 
719 1:30 a.m. 
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Reports on the National Railroad Passenger Corporation (AMTRAK) 
issued to the Subcommittee on Transportation and Aeronautics, House 
Committee on Interstate and Foreign Commerce: 

AMTRAK Needs to Improve Train Conditions Through Better Re- 
pair And Maintenance (B-175155, June 21, 1973) 

Fewer and Fewer AMTRAK Trains Arrive On Time-Causes of 
Delays (B-175155, Dec. 28, 1973) 

Railroad Reservation, Information, And Ticketing Services Being 
Improved (B-175155, Aug. 22, 1973) 

Railroad Passenger Service-Analysis Of Train Scheduling And 
Operations, February 22, 1973. Prepared for the General Ac- 
counting Office as part of its revieu of the operations of the 
National Railroad Passenger Corporation. Richard M. Michaels, 
Transportation Consultants. 

On the basis of the information col- 
lected through the questionnaires, plus 
other inputs, our consultants developed 
a comprehensive report and a series of 
recommendat ions  d e a l i n g  with 
AMTRAK's train scheduling and opera- 
tions. & e  reviewed this report with the 
a s s i s t a n c e  of o u r  sys tems ana lys i s  
group, had some changes made, and 
forwarded i t  to the Subcommittee. The 
report recommended that AMTRAK 

-better match train consists to traf- 
fic requirements, 

-maximize use of coaches rather 
than special-type cars, 

-consider  us ing  a l te rna te- type  
equipment  ( s u c h  a s  ra i l  d iese l  
cars) on some routes, 

-experiment with differential fares 
to minimize traffic peaks and low 
points, 

-study the location and frequency of 
train stops, 

-try to tap the growing market of 
recreational travel, and 

-collect and analyze market data as 
a basis for operational planning. 

The additional data collected by our 
train riders (beyond that needed by our 
consultants) was sent to Washington 
where one of our talented staff members 
developed a coding system that enabled 
us  to machine-process the collected in- 
formation. Our automatic data process- 
ing group developed  programs for  
tabulating the collected data in various 
formats and the General Services Ad- 
ministration card-punched and  ma- 
chine-processed the information for us 
under  a s imple purchase-order  type 
contract. & e  used the tabulated infor- 
mation in all phases of our work, and it 
helped to give our reports the sense of 
real i ty  that  c o m e s  from b e i n g  a n  
eyewitness to fact. 

With the issuance of the four reports 
descr ibed  above, our AMTRAK as- 
signment ended. 

GAO is maintaining a cont inuing 
presence in AMTRAK to keep on top of 
what is going on and to keep the Con- 
gress and congressional committees in- 
formed of AMTRAK's progress a n d  

38 GAO ReviewlFall '75 



HOW TO RUN (OR NOT RUN) A RAILROAD 

problems. AMTRAK is now becoming 
“old hat” and is  viewed and treated es- 
sentially like any Federal agency sub- 
ject to continuing GAO audit. It was that 
first time around that was really a un- 
ique experience for all who became in- 
volved. 

Subsequent to our request work, the 
Congress  passed  t h e  A M T R A K  Im- 
provement Act of 1974, making GAO 
responsible for conducting an annual 
management audit of AMTRAK‘s opera- 
tions. 

I would like to pay special tribute to 
the people most involved in the audit 
end of this job: 

Dick Kelley, who put up  with our 
floundering and finally saw some 
results. 

Bobby Hoover, who kept the whole 
thing together and moving. 

Charl ie  B o n a n n o ,  who kept  t h e  
Washington end of the equipment 
review under good direction and 
control. 

Mike Gryszkowiec, who gave us  a 
good fix on reservation and ticket- 
ing problems and contributed sig- 
nificantly in a number of other  
areas. 

Bob Williams and Mort Solomon, who 
w-rapped up  our work on on-time 
performance and helped out where 
needed. 

Carl Edmondson, Arnie Hackett, Bill 
Jacobs ,  J i m  Bel l ,  S a m  Oliver ,  
George Poinderter, Bob Chambers, 
S a m  F’alsh, J i m  Derstine, a n d  
Chip Foster ,  who worked a n d  
helped in various areas for various 
periods of time. 

Lee Steuens, Me1 Koenigs, and their 
Chicago staff; Dick Gannon, Rick 
Herrera, and their  Los Angeles  
staff: and Bob Barbieri and his  
New York staff, who did the field 
w-ork, nailed down the facts, and 
gave us the stuff that reports are  
made of. 

.4 couple dozen other Washington 
and field people, who rode the  
trains and made this unique ex- 
perience pay off. 

The Function of Internal Audit 

In evaluating an internal audit department, do  not assume all is  well 
because the urganization chart indicate3 the existence of internal audit. All  
too often internal audit beeurnes a special projects department or a group of 
nice guys. The function of internal audit is to act a s  the corporate watchdog. 
Departments should be uneasy when they are around. 

W .  Donald Georgen 
Partner, Touche Rosz &- Co..  

in “Rating Internal Controls” 
Financial Ezecutii.e, .4pril 1975 
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A.T. SAMUELSON 
ASSISTANT COMPTROLLER GENERAL 7 c 2 x  

Average Rate and 
Repayment Studies For 
Federal Power Systems- 
A Reporting Enigma 

A proposal for  improving the reporting on the status of the 
repayment of the vast Federal investment in  electric power 
systems. 

Water and power staff members of 
the General Accounting Office have for 
many years wrestled with the problem 
of reporting on the status of the repay- 
ment  of t h e  inves tment  i n  power 
facilities of the Federal power systems, 
for which the Department of the Interior 
is the marketing agent. The facilities 
for generating hydroelectric power are 
of ten inc luded  i n  mul t ip le -purpose  
water resource projects constructed and 
operated by the Corps of Engineers and 
the  Bureau of Reclamation, with the 
power m a r k e t e d  by a g e n c i e s  of 
Interior-Bonneville Power Administra- 
tion, Southwestern Power Administra- 
tion, Southeastern Power Administra- 
tion, Alaska Power Administration, and 
Bureau of Reclamation. 

By law or administrative policy, the 
investments in these facilities-about 
$13 billion-are to b e  repa id  from 

commercial  power revenues  usual ly  
within 50 years, a time frame that is  
much shorter than the facilities’ average 
service lives. Because the conventional 
cost accounting processes use service 
lives as the criterion for amortization 
(depreciation), they do not provide in- 
formation through the usual reporting 
techniques on the adequacy of the es- 
tablished power rates to amortize the 
power investment within the stated re- 
payment periods. 

Interior has developed a document, 
referred to as the “Average Rate and 
Repayment Study,” that is presumed to 
show the adequacy of present-day power 
rates for each system. This document 
presents historical data for preceding 
years and forecasts for succeeding years 
of the repayment period on revenues, 
expenses, investments, replacements, 
repaid investment, and unrepaid in- 

Mr. Samuelson, who served nearly 29 years in the General Accounting Office, retired at the 
end of June 1975. During his GAO career, he had many years of direct experience with the 
accounting and financial reporting problems of the water resuurce projects of the Federal 
Government. Further biographical information appears on page 100. 
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vestment. It purports to show, on the 
basis of the criteria used for its prepara- 
tion, that  t h e  investment  i n  power 
facilities will be  fully repaid within the 
s t a t e d  repayment  per iod  or  tha t  a 
shortfall exists requiring a rate increase. 
These criteria do not require that any 
specific amount of the investment be 
amortized in any particular year; gener- 
ally, the power rates are considered 
adequate so long as the study shows that 
each increment of the investment will be 
repaid by the last year of the 50-year 
period after its in-service date. 

The document does not show. nor 
does it purport to show, what should 
have been repaid on the power invest- 
ment through the reporting date under a 
system of annually scheduled repay- 
ments established on an orderly basis: 
any overages or shortages on investment 
repayment are merged into the forecasts 
of the future. These studies, therefore, 
inherently lack the integrity of mile- 
stones that provide interim demonstra- 
tion of the adequacy of the power rates 
to repay the power investment by com- 
paring the estimates and projections 
with the actual results as an ongoing 
process. 

Also under the criteria applied by 
Interior, revenues from power projects 
within the power system for which the 
Federal investment is shown to have 
been fully repaid are  used to repay the 
unrepaid Federal investment in other 
projects  within that  power system. 
Since Interior's average rate and re- 
payment study is based on a power sys- 
tem in Mhich new power projects may 
be and generally are added from time to 
time, each with its own SO-year repay- 

ment cycle, the total repayment period 
and the related forecasts for the system 
as  a whole are projected over a period 
of more than 50 years. Thus, through 
(1) the addition of new power projects to 
the system, (2) the retention of the rev- 
enues of old and paid up projects within 
the system for a n  overall repayment 
period of more than 50 years and up  to 
100 years or more, and ( 3 )  the arbitrary 
allocation to projects of the amounts 
available for investment repayment, the 
stated policy of investment repayment 
within a 50-year period for any compo- 
nent project becomes, in effect, in- 
applicable. 

A detailed discussion of the problems 
and deficiencies of Interior's average 
rate and repayment studies is beyond 
the concept of this paper. Rather, this 
paper proposes a change in methodol- 
ogy Bhich compares current power rev- 
enues with current power costs a s  the 
system for measuring the adequacy of 
the pow-er rates to repay the Federal in- 
vestment in power facilities within the 
stated repayment period. To be  dis-  
cussed also is the problem posed by 
Bureau of Reclamation projects that 
provide for assistance from power rev- 
enues for repavment of those irrigation 
construction costs that are beyond the 
ability of irrigators to repay. 

Statutory Requirements and 
Repayment Criteria 

The Reclamation Project Act of 1937 
and the Flood Control A%ct of 1944 pro- 
vide statutory requirements for setting 
power rates and repayment criteria for 
most of the Federal power marketed by 
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Interior. Certain other legislation relat- 
ing to specific power systems or proj- 
ec t s  also prov'ides statutory require- 
ments and repayment criteria: among 
this legislation is the Bonneville Act of 
1937 and the Grand Coulee Dam Third 
Powerplan t  Authorizat ion of 1966 
appl icable  to t h e  Federal  Columbia 
River Power System. 

Section 9(c) of the Reclamation Proj- 
ect Act of 1939 provides that the power 
from Bureau of Reclamation projects be 
sold at rates which, in the judgment of 
the Secretary of the Interior, will pro- 
duce power revenues at least sufficient 
to cover an appropriate share of the an- 
nual operation and maintenance cost, 
interest on an appropriate share of the 
construction investment at not less than 
3 percent per annum, and such other 
fixed charges as  the Secretary deems 
proper. 

The  precise intentions of the Con- 
gress in the language on power rates in 
this act have been a matter of conten- 
tion over the years, but it seems now to 
be generally agreed in both the legisla- 
tive and executive branches that the 
power rates should produce revenues at 
least equal to the operation and mainte- 
nance costs, interest at the rate of not 
less than 3 percent on the unrepaid in- 
vestment, and amortization of the in- 
vestment over a period of not more than 
50 years, the latter being a n  adminis- 
trative policy determination accepted 
by the Congress. 

Section 5 of the Flood Control Act of 
1944 provides a clearer direction of 
congressional intent regarding amortiza- 
tion of the investment. It provides that 
rate schedules for the sale of power by 
Interior from reservoir projects under 

the control of the Department of the 
Army b e  drawn u p  with regard for 
the recovery of the cost of producing 
and transmitting such energy, including 
the amortization of the capital invest- 
ment allocated to power over a reasona- 
ble period of years. Here again, 50 
years for amortization of the capital in- 
vestment  h a s  become t h e  s t a n d a r d  
through administrative policy determi- 
nation accepted by the Congress. 

Perhaps  the most important other  
legis la t ion o n  r a t e s  for  Inter ior-  
marketed power relates to the Pacific 
Northwest. Section 7 of the Bonneville 
Project .4ct of 1937 contains language 
almost identical to that in section 5 of 
the Flood Control Act of 1944. By Pub- 
l ic  Law 8 9 - 4 4 8 ,  t h e  Congress  a u -  
thorized the construction, operation, 
and maintenance of a third powerplant 
at the Grand Coulee Dam, Columbia 
Basin Project. This legislation specifi- 
cally provides that  the construction 
costs of this plant be repaid with inter- 
est within 50 years, and the committee 
reports on this legislation set forth the 
principal criteria and procedures which 
are nou used by Interior in preparing 
rate and repayment studies. 

Throughout the long period involved 
in the legislative process covering con- 
struction, operation, and maintenance 
of pouer facilities at reservoir projects 
of Interior and the Corps of Engineers 
(civil functions), the Congress seems to 
have. for purposes of setting rates, em- 
phasized amortization of the construc- 
tion costs rather than a depreciation 
concept relating to service lives of the 
fac i 1 it ies. 

. 
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Supplemental Statement on 
Repayment Status- 
A GAO Innovation 

Interior prepares the rate and repay- 
ment studies on the assumption that no 
specific annual payment on the Federal 
investment is required on any project 
within the system and that, in fact, no 
payment on the investment in any proj- 
ect need be made until that project's 
50th year. To the extent that system re- 
venues are available for repayment of 
investment, they may be applied to any 
specific project or projects within the 
power system. The repayment require- 
ments a re  assumed to be  met if the 

studies shah that each increment of in- 
vestment can be repaid u-ithin the re- 
quired 50-year  period, even though 
revenues  have b e e n  insuff ic ient  to 
repay any portion of the Federal in- 
vestment at any interim date. This con- 
cept  does not provide any predeter- 
mined milestones or annual repayment 
goals permitting an evaluation of the 
status of repayment. The results, based 
on projections over periods up to 100 
years or more, are  speculative at best. 

G A O  h a s  be l ieved  tha t  In te r ior  
should develop and publish supplemen- 
tal statements comparing the annual  
and cumulative repayments of the Fed- 
eral investment with scheduled repay- 
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ments established on some orderly basis 
for repaying the investment in the indi- 
vidual  projects within the  required 
periods. These comparisons would show 
whether the scheduled repayments are 
being met, and, if not, the extent of the 
deficiencies. 

Supplemental statements of this kind 
have been developed by GAO and in- 
cluded in several reports to the Con- 
gress on Interior’s power operations.’ 
These supplemental statements have 
not given recognition to the fact that 
revenues from repaid projects in a sys- 
tem are  considered by Interior as being 
available to repay investments in other 
unpaid projects in the system. 

Interior is  not required by law to pre- 
pare and publish this kind of supple- 
mental information and does not con- 
sider it desirable or necessary to supply 
it. The Department holds that it is not 
in the public interest or in keeping with 
the intent of the Congress in authorizing 
federally financed power facilities to 
base power rates on arbitrary account- 
ing procedures. 

The General Accounting Office has 
contended only that the supplemental 
data would be useful in appraising the 
status of repayment and that such sup- 
plemental data, considered alone, i s  
not intended to form a basis for con- 
cluding whether the rates are too low or 
too high. The supplemental data would 
show the extent to which the power sys- 

tem is  relying on future revenues to 
meet repayment requirements. 

Cost Measurement on Basis of 
investment Amortization 

Power marketing agencies of Interior 
p r e p a r e  commerc ia l - type  f inanc ia l  
staternents on an accrued cost account- 
ing basis-including d e p r e c i a t i o n  
based on economic service lives-and 
prepare separate rate and repayment 
studies to show the status of repayment 
of t h e  F e d e r a l  inves tment .  T h e  
commercial-type accounting and report- 
ing on power operations could be  mod- 
ified to show amortization of the total 
costs over the repayment periods of the 
respect ive power projects  a n d  t h u s  
could be used in lieu of rate and re- 
payment studies for rate-making pur- 
poses and to show the status of repay- 
ment of the Federal investment. This 
method departs from the conventional 
cost accounting processes, which are  
based on service lives-and these serv- 
ice lives in the case of hydro-power proj- 
ects are  much longer than 50 years. 
Moreover, the amounts of repayment 
inc lude  the  costs  of asse ts  usual ly  
excluded from the depreciation base, 
such as land owned in fee simple. Such 
a method, however, has the virtue of 
permitting a comparison of current rev- 
enues with current costs in terms of re- 
payment requirements. 

Accounting purists may suffer intel- 
lectual anguish in classifying amortiza- 
tion in excess of depreciation based on 
service lives and amortization of the  
cost of nondepreciable assets as a cur- 
rent cost of power operations. They may 

For example, “Improvements Needed in Finan- 
cia1 Activity of the Federal Hydroelectric System in 
the Missouri River Basin” (B-125042, Feb. 28, 
1972); L‘Southwestem Federal Power hogam- 
Financial Progress and Problems” (B-125031. NOV. 
22, 1972). 
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revenues from power operations (based 
on use  of depreciation) and excess (or 
deficit) of revenues from commercial 
power operations (including the amorti- 
zation). Such a pro forma statement of 
revenues and  expenses  is shown in 
exhibit 1. 

This  method of accounting for and 
reporting on Interior's power operations 
would seem to totally conform with the 
statutory requirements of the legislation 
authorizing the power projects. To es- 
tablish this method of accounting and 
reporting, Interior would have to recede 
from its longstanding position that no 
amounts of the power investment need 
be allocated for repayment of invest- 
ment of individual projects within a 
power system to any specific year and 
that repayment of all costs is assured 
through acceptance of its estimates for 
system revenues and costs, stretching 
in most cases to 100 years or more in 
the future without any effective inter- 
mediate milestones for comparison and 
appraisal. The method proposed herein 
provides milestones, on a current on- 
going basis, of the progress made in re- 
paying the costs in accordance with the 
authorizing legislation. 

Cost Measurement on 
Basis of Service Lives 

Current accounting practices of the 
Bureau of Reclamation and the Corps of 
Engineers (civil functions), as  approved 
by the General Accounting Office, pro- 
vide for recording depreciation on the 
basis of estimated service lives. This 
method is the conventional process and 
is substantially in accord with the re- 

quirements of the Federal Power Com- 
mission for private power utilities. This 
method is also in substantial accord 
with the practices of the Tennessee Val- 
ley Authority and is one of the tests 
used by the Authority in its processes 
for establishing power rates. Thus, it 
could wel l  be argued that the solution to 
the problem at Interior is to change the 
cost base for fixing power rates to that 
of service lives of the respective assets 
(sometimes referred to a s  "accrued 
cost"). 

Rate determination on the basis of 
conventional cost accounting processes 
would not only be substantially in ac- 
cord with industry practice but also is 
the soundest means of achieving the ob- 
jective that Federal power users pay the 
full cost. However, the adoption of con- 
ventional cost accounting processes as 
the base for establishing power rates in 
Interior-managed power systems would 
requi re  au thor iz ing  leg is la t ion .  
Moreover, it would require far-reaching 
operational changes within the Depart- 
ment. with significant ramifications ex- 
ternally as well. 

The method described in the preced- 
ing section could be implemented under 
existing legislation if Interior were to 
require annual amortization of the Fed- 
eral investment on a n  orderly basis. 
This  method would readily show the 
status of repayment, eliminate the need 
for projections of estimated costs and 
revenues into the far-distant future, and 
result in a better matching of current 
costs and revenues in establishing cur- 
rent p w e r  rates. 
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Exhibit 1 
FEDERAL COLUMBIA POWER SYSTEM 

STATEMENT OF REVENUES AND EXPENSES 
FISCAL YEAR 1975 

OPERATIVG REVENUES: 
Bonneville Power Administration: 
Sales of electric energy: 

Publicly owned utilities 
Privately oivned utilities 
Federal agencies 
Aluminum industry 
Other industry 

Total 
Other operating revenues: 

B heeling re'renues 
Other revenues 

Total 
Total BPA revenues 

Associated projects: 
Other operating revenues 

Total power system operating revenues 

OPERATING EXPENSES: 
Purchase and eachange power 
Operation 
illaintenance 
Depreciation 
Interest on Federal investment 
Less related interest charged to construction 

Totdl operating expenses 

NET OPERATING REVENUES FROM 
COMMERCIAL POWER OPERATIONS: 

Amortization of allocated power investment 
in excess of depreciation shown above 

EXCESS (OR DEFICIT) OF REVENUES FROM 
COMMERCIAL POR ER OPER-ATIONS: 

Amortization of irrigation investment allocated 
for repayment from power revenues 

EXCESS (OR DEFICIT) FROM COMMERCIAL POWER 
OPERATIONS AFTER ALL COSTS TO BE BORNE BY 
POWER 

Increase or 
decrease ( -) 

Fiscal year from preceding 
1975 year 
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Assistance to Irrigators neville Project Act and an opinion by 

For most systems, power marketed by 
Interior also provides revenues for re- 
payment of construction costs of irriga- 
tion facilities that the irrigators are not 
able to pay. This subsidy to irrigation is 
met by power revenues as  late as possi- 
ble in t h e  repayment period because 
interest is not required to be paid the 
Government on the irrigation invest- 
ment. Accordingly, this repayment of 
irrigation costs is deferred until the far 
future in most cases. 

Under the usual repayment arrange- 
nients for irrigation construction costs, 
irrigators have 50-year contracts cover- 
ing the portion of the costs to be repaid 
by them, with a maximum of 10 years 
for development during which the ir- 
rigators make no payments under their 
cwntracts. The financial statemaits du 
not include any amounts for arnortiza- 
tion of irrigation assistance from power 
revenues until such amounts are actu- 
ally repaid. 

This distortion of accounting and re- 
lated reporting needs to be corrected in 
the interest of adequate disclosure and 
a proper matching of revenue and cost 
in establishing power rates. It is pro- 
posed in exhibit 1 that the amortization 
of the irrigation investment allocated 
for repayment from power revenues be 
recorded and reported on a straight-line 
amortization basis over the effective 
periods of the related contracts with ir- 
rigators. 

Amortization of irrigation assistance 
from power r e v e n u e s  a s  shown by 
exhibit 1 may require authorizing legis- 
lation in some cases. Based on the lan- 
guage in the amendment to the Bon- 

an Interior Solicitor, it is not clear that 
annual amortization of irrigation assist- 
ance can be a l l o ~ e d  to affect power 
rates. Exhibit 2, on page 49, shows a 
nieanb of meeting this objection. In the 
interest of enhancing the financial in- 
tegrity of Interior's power programs, 
this matter needs to be  resolved. 

Other Problems 

A n  improved accounting and report- 
ing  sys tem for  demonst ra t ing  t h e  
adequacy of power rates to meet in- 
vestment repayment requirements by no 
means solves all the problems in the 
current repayment study methods and 
concepts. Among these other problems 
are the suballocation of the power in- 
vestment to irrigation pumping for clas- 
sification as irrigation investment and 
the  allocation of investment to purposes 
before use. However, the major issue 
that needs to be addressed first is the 
basic principles for the cost measure- 
ment and reporting system in assessing 
the financial management of marketing 
power generated at the Bureau of Rec- 
lamation and Corps of Engineers (civil 
functions) power projects. 

Concluding Comments 

Refinement of the average rate and 
repayment study currently prepared by 
the Department of the Interior is one 
way of improving the financial data on 
Federal power systems managed by the 
Department .  However, re f inements  
cannot cure the inherent defects in  any 
estimates made for 100 years or more in 
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Exhibit 2 
FEDERAL COLUMBIA POWER SYSTEM 

STATEMENT OF REVENUES AND EXPESSES 
FISCAL YE.4R 1975 

OPERATING REVENUES: 
Bonneville Power Administration 
Sales of electric energy: 

Publicly owned utilities 
Privately ow ned utilities 
Federal agencies 
.4luminum industry 
Other industly. 

Total 

Other operating revenues: 
Wheeling revenues 
Other revenues 

Total 
Total BP.4 revenues 

Associated projects: 
Other operating revenues 

Total power system operating revenues 

OPERATING EXPENSES: 
Purchase and exchange poner 
Operation 
Maintenance 
Depreciation 
Interest on Federal investment 
Less related interest charged to construction 

Total operating expenses 

NET OPER.ATIIVG REVENUES FROM 
COMMERCIAL PO& ER OPERATIONS: 

Amortization of allocated power investment 
in excess of depreciation shown ahuve 

EXCESS (OR DEFICIT) OF REVENUES FROM 
COMMERCIAL POWER OPERATIONS: 

Amortization of imgation investment allocated for 
repsyment from power revenues 

Less deferral of repayment of irrigation invest- 
ment until after liquidation of commercial 
power investment 

EXCESS (OR DEFICIT) FROM COMMERCIAL 
POWER OPERATIONS AFTER ALL COST5 TU BE 
BORNE BY POWER 

Increase OT 

decrease (-) 
from 

Fkcal year preceding 
I975 year 

GAO RevimlFall '75 49 



POWER SYSTEMS RATE AND REPAYMENT STUDIES 

the future. Further. no system can be 
truly sound that does not permit some 
means of current measurement or com- 
parison of actual results with estimated 
results, particularly for periods of time 
a s  a r e  here  involved. The proposed 
method of comparing current revenues 
with current costs on the basis of cost 
measurement through investment amor- 
tization provides the milestones and the 
means for appraisal. 

The proposed method should also re- 
sult in  more equi tab le  treatment of 

present and future power customers as  a 
result of providing a basis for determin- 
i n g  power ra tes  which more near ly  
match current costs and current in- 
come requi rements .  An a l te rna t ive  
would be to seek authorizing legislation 
that would permit annual amortization 
of t h e  Federa l  investment  over t h e  
economic service lives of the related 
facilities rather than over a 50-year 
period and to set power rates based on 
conventional cost accounting processes. 

Who, Us? 

The agency seems to relish the obscurity that has characterized it  s ince its 
founding in 1921. The agency I S  housed in a dreary building on the fringe of 
a n  unfashionable neighborhood across the street from a pawn shop, and a gas 
station that has gone out of business. 

Tom ,l/largolis 
"The G..k.0. Is Cungress's 

Unpopular U atchdug" 
The Yeu York Times 
May 18, 1975 
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STEPHEN L. KELETI AND JOSEPH A. MARANTO 

Planning A Full-Scale Audit of the 
Small Business Administration 

The 93d Congress directed GAO to conduct a full-scale audit of 
the Small Business Administration and to report to the House 
and Senate not later than 6 months f rom the date of the act. 
This article describes how this assignment was planned and 
organized. A later article will describe the results of the work 
performed. 

At one time or another during the 
span of a professional career with GAO, 
many auditors probably have felt frus- 
t ra ted  b e c a u s e  they have  not had  
enough resources to audit a Federal 
agency in depth. Such was the plight of 
the GAO staff at the Small Business 
Administration until Public Lau 93- 
386, requiring GAO to make a total 
audit of that agency, was passed on Au- 
gust 23, 1974. 

But why would the Congress order 
such an audit? And what would be the 
best way to plan and organize i t  to re- 
spond to such an order? Ansuers  to 
these questions follow-. 

Small Business Administration 
This agency was established in 1953 

primarily to a id  small  bus iness  

.I ... 
concerns-those which a r e  indepen- 
dently owned and operated and which 
are not dominant in their field of opera- 
tion. The agency operates 10 regional 
offices and 81 district and branch of- 
fices to aid the 8.8 million small busi- 
nesses throughout the United States. Its 
basic mission is to make direct loans or 
guarantee loans made by participating 
banks. These loans usually are limited 
to $350,000 per business. 

In  addi t ion ,  SBA adminis te rs  
special-purpose programs designed, for 
example, to guarantee leases of com- 
mercial and industrial properties, pro- 
vide contractual and financial assist- 
ance to minority small businessmen, 
absist homeowners struck by physical 
ciisabters, or provide management and 
procurement assistance to small busi- 

I l r .  Keleti, an assistant directur in the General Govrrnment Division, hulds d bachelor of 
science degree in dccuunting from Saint Jweph's College in Philadelphia. H e  received the 
G.10 Meritoriuus Service 4aard i n  1972 and 1973 and ia a previous contributor tu The G.40 
Rmreu'. 

Mr. Maranto, a superrisor) duditor in the General Government Divisiun, received his bachelor 
of scienre degree from Uorthwe5tern State U n i v e r s q  uith further studies at George P; ashington 
University. He is a member of the National Association of Accountants. 
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nessmen. As of June 30, 197.5, SBA result in an overall review of the agen- 
had a loan portfolio of $6.1 billion. cy’s operations. Concluding that SBA 

would be unable to uncover all of its 
problems with an in-house audit, the 
Committee felt that the only alternative 
was to ask GAO to m a k e  a total  
audit-so H.R. 15578 was drafted and 
ultimately passed a s  Public Law 93- 
386. 

During the time the Committee was 
conducting its investigations, the Gen- 
era1 Government  Divis ion began  a 
major review of the 8(a)  procurement 
prograrr i4esigned to help socially or 
economica l ly  d i s a d v a n t a g e d  bus i -  
nessmen become viable entrepreneurs. 
T h e  S a n  Franc isco  regional  office, 
picked to help in this major review, re- 
sponded by assigning a topnotch audit 
manager and staff. Also, recognizing 
that there  was mounting interest in  
SBA, w e  expanded our audit plans to 
include coverage of SBA’s local de- 

ity enterprise small business investment 

loan program. These audits were started 
in early 1974. 

After H.R. 15578 was introduced in 
July 1974, GAO staff members held 
discussions with the House Banking 
and Currency Committee staff concern- 
ing how GAO would meet the require- 
ments of section 13 of the bill. On Au- 
gust 23, 1974, the bill was enacted as 
originally introduced. 

Events Preceding Act 

Oversight investigations conducted 
by the House Banking and Currency 
Committee during 1973 and 1974 re- 
vealed that new problems were being 
d iscovered  i n  SBA vir tual ly  every 
day-problems ranging from s imple  
mismangement to out-and-out criminal 
fraud. Although the Committee’s inves- 
tigations covered 20 of SBA’s 91 field 
offices, the Richmond, Virginia, office 
received the largest amount of atten- 
tion. 

The Committee felt that, despite its 
repeated admonitions, SBA’s loan proc- 
essing and program administration w a s  
continuing to deteriorate. The Commit- 
tee noted that the agency had for the 
most part been unwilling to recognize 

Committee,s concern was caused, in  

t if ied t h a t  t h e  losses i n  Richmond 
would amount to no more than $50,000 
and chastised the Committee for blow- 
ing a small situation out of proportion. 
The Committee‘s reaction can best be 
characterized by one member’s state- 
ment that “the SBA officials are more 
interested in covering up than uncover- 
ing scandals in the Agency.”’ 

The Committee, although recognizing 
that GAO did audit SBA operations, was 
concerned that this audit w a s  only of 
selected prugrams and thereforc did not 

and deal with this deterioration. The velopment company program, its minor- 

part, ,.,hen the SB-4 Administrator tes- company program, and its 7(a) business 

Events After the Act 
Was Passed 

‘H. Rept. 93-1178, July 3, 1974, Small Busi- GAO staff  members  met  shor t ly  
ness Amendment of 1974, p. 5. thereafter with the Chief Investigator of 
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t h e  H o u s e  Banking  and  Currency  
Committee to discuss the scope of the 
work required to fulfill the  congres- 
sional mandate. We pointed out that, as 
a practical matter, it would he nearly 
impossible to report to t he  Congress 
within the 6-month time frame. 

&e told the Chief Investigator that 
w e  had several surveys and reviews 
underway at that time and that several 
o ther  assignments-planned for the 
not-too-distant future-could be accel- 
erated. We also pointed out that our 
Detroit regional office had begun a sur- 
vey of SBA's bas ic  loan ass i s tance  
program-the 7(a) program-in April 
1974 and was almost finished. 

At this meeting w-e suggested extend- 
ing the scope of our audit of the 7(a)  
program to about 30 district offices. We 
felt that an audit of this size was about 
the best w e  could properly manage in a 
relatively short time. aie also told the 
Chief Investigator that, in our opinion, 
the assignments already underway or 
planned would be broad enough to give 
the Congress enough information to de- 
termine SBA's effectiveness. The Chief 
Investigator agreed. 

It was obvious that we would have to 
increase the size of our staff at the SBA 
audit site in order to properly plan for 
and  successful ly  implement  several  
concurrent reviews: the director of the 
General Government Division, there- 
fore. reassigned several staff members 
from other audit sites to the SBA audit 
staff. 

The next step was to devise a plan to 
implement the public law-. L e  decided 
w e  should take advantage of the G.40 
regional office personnel who were al- 

ready involved in several of our ongoing 
self-initinted assignments. 

Planning Session 

r2nnapolis, Maryland. was chosen as 
the site for our brainstorming session. 
On September 4, 5 ,  and 6, 1974, the 
SBrl staff and the General Government 
Divison director  met u i t h  key staff 
members froin the Atlanta, Chicago, 
Detroit. Philadelphia, San Francisco, 
and ashington regional offices. Also, 
staff members from the Federal Person- 
nel and Compensation Dibision were 
invited to participate because their di- 
vision was expected to audit selected 
SB.A perhonnel act ivi t ies .  A repre-  
sentative from the Financial and Gen- 
eral Management Studies Division dis- 
cussed previous accounting system re- 
v i e w s ,  while an attorney from the Office 
of the General Counsel briefed the staff 
on anticipated legal questions. 

.Although w e  did a good deal of our 
planning at the formal sessions held 
during the day, many ideas and sugges- 
tions were bandied about during dinner 
and .'across the t a l h "  in the  later hours 
of the night. 

-1s a result of the  planning session, 
w e  agreed that the SBA audit would 
comprise eight separate reviews, as fol- 
10% 5: 

1. Rei3ieu: of the effectiveness of SBA's 
8 / u )  procurement program. SBA 
uses this program to help socially 
or economical ly  d isadvantaged  
small businessmen to achieve a 
competitive position in the finan- 
cial marketplace by entering into 
procurement contracts with Fed- 
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SBA FIELD OFFICES INVOLVED IN GAO'S AUDITS 
OFFICES PROGRAMS 

DISTRICT OFFICES 

BOSTON 
CONCORD 
HARTFORD 

DISTRICT OFFICES 

NEW YORK 
NEWARK 
SYRACUSE 

PHILADELPHIA 

Dl STRl C T  0 F Fl  CES 

ATLANTA 
BIRMINGHAM 

REGIONAL OFFICE 

CHICAGO 

DISTRICT OFFICES 

CHICAGO 
CLEVELAND 
COLUMBUS 
DETROl T 
INDIANAPOLIS 
MADISON 
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SBA FIELD OFFICES INVOLVED IN GAO'S AUDITS 

OFFICES PROGRAMS 

REGIONAL OFFICE 

DALLAS 

DISTRICT OFFICES 

DALLAS 
ALBUQUERQUE 

DISTRICT OFFICES 

KANSAS CITY 
DES MOINES 

DISTRICT OFFICES 

SAN FRANCISCO 
HONOLULU 
LOS ANGELES 
SAN DIEGO 

BRANCH OFFICE 

1 This offiee also examined SBA's financial statements. 

GAO ReuiewlFall '75 55 



AUDITING THE SMALL BUSINESS ADMINISTRATION 

2. 

era1 agencies and, in turn, sub- 
cont rac t ing  t h e  work to t h e s e  
small businessmen. This review, 
which was nearly completed, was 
directed towards ascertaining (a)  
the program's success in helping 
firms to become self-sufficient, (b)  
whether sponsored organizations 
ac tua l ly  he lped  d isadvantaged  
firms and gradually relinquished 
control over these firms, and ( c )  
whether all firms admitted to the 
program actually needed the spe- 
cial assistance it provided. 

The San Francisco regional of- 
fice was spearheading this review 
with help from 10 other GAO re- 
gions. Atlanta had assumed re- 
sponsibility for the audit work on 
sponsored organizations. 

This assignment involved work 
at six SBA regional offices and six 
district offices. 

Rev iew  o f  t h e  ef fect iveness  o f  
301 ( d )  small business investment 
companies.  Under this program, 
SBA licenses and provides finan- 
cial assistance to privately owned 
and operated small business in- 
vestment companies which pro- 
v ide  equi ty  capi ta l ,  long-term 
loans, and management assistance 
to small business enterprises that 
are least 51 percent owned and 
managed by socially or economi- 
cally disadvantaged businessmen. 

The Chicago regional office, car- 
rying out this review in four major 
metropolitan areas, was trying to 
de te rmine  the  extent  to which 
SBA provided guidance to the in- 
vestment companies and whether 

or not the companies were assist- 
ing the small business concerns 
with equity financing. 

Review of the sel fsuf jc iency of the 
lease guaran tee  p r o g r a m .  T h i s  
program is designed to help small 
businesses obtain leases of com- 
mercial and industrial property. 
The Congress intended that the 
program be  self-sustaining and  
pay its own way. Our review, ac- 
cordingly, w a s  to be directed to- 
wards ascertaining if the program 
was self-sustaining. 

The Seattle regional office had 
been slated to start this review 
near  t h e  e n d  of c a l e n d a r  year  
1974. Because of the public law, 
this assignment had to be started 
sooner .  T h e  Sea t t le  office 
suggested that, to speed up  the 
job even more and reduce startup 
time, it would be the only regional 
office involved. Seattle agreed to 
have its staff do the actual audit 
uork at  10 SBA district offices. 

Review of the effectiveness of the 
local development company pro- 
gram. In this program, SBA makes 
loans to local development com- 
panies for the acquisition of iand 
and for plant construction, con- 
version, or expansion. The pur- 
pose is to benefit communit ies  
through increased employment. 
The companies must use the loans 
to assist identifiable small busi- 
ness concerns. 

Assisted by the Atlanta and Los 
Angeles regional offices, our St. 
Paul office was to lead this re- 
view, taking us  into four SBA dis- 
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trict offices. We wanted to deter- 
mine whether  the development  
companies  were assisting com- 
munities and small businesses and 
the  extent  to which jobs  were 
being created. We also wanted to 
determine w h y  small businesses 
would apply for this program as 
opposed to SBA's regular loan and 
guarantee program. 

5. Rev iew  of t h e  7(a) l o a n  a n d  
g u a r a n t e e  p r o g r a m .  In  th i s  
program-the most basic of all 
SBA programs-business loans 
are made to help new and existing 
small businesses (a )  finance plant 
construction. conversion, or ex- 
pansion, (b)  finance the acquisi- 
tion of e q u i p m e n t ,  fac i l i t i es ,  
machinery, supplies, or materials, 
and ( c )  supply businesses u i t h  
working capital. 

As  mentioned previously, the 
Detroit regional office was finish- 
ing a survey of this program and 
had identified several potential 
def ic iencies .  Although t h e  re- 
gional office originally intended to 
make a detailed review at about 3 
or 4 SB14 district offices, w e  de- 
cided, on the basis of our discus- 
sions with the Committee's Chief 
Investigator, to carry out the re- 
view at 30 offices. 

We decided w-e could best meet 
this "quota" by having each of the 
15 GAO regional offices partici- 
pate in revieus at 2 SBA4 district 
offices. Because the  SBA pro- 
grams were so large and because 
u-e uanted to minimize the impact 
of staffing on the GAO regions, 

u e  decided to program the audits 
in tw-o phases so that no one re- 
gional office would have to pro- 
vide more than six men at  any 
given time for these audits. For 
example, the Seattle regional of- 
fice already had committed three 
men to the revieu of the lease 
guarantee program. If Seattle were 
to becume involved in 7 ( a )  re- 
vieus at tuo  SBA district offices, 
that office would have had to as- 
sign nine men to audits of the one 
agency. In this case, we decided 
to have Seattle do one Ita) review 
during the first phase, concurrent 
with t h e  review of t h e  l e a s e  
guarantee program, and do a sec- 
ond 7(a)  review during the second 
phase. 

Accordingly, w-e  p lanned for 
the 7(a)  revieu to be conducted at 
22 SBA district offices during the 
first phase and at 8 district offices 
during the second phase. 

Due to the extensive size of this 
audit, the director of the General 
Government Division assigned a n  
audit manager solely to supervise 
the field offices and pull together 
a draft report. The Detroit re- 
gional office continued to play a 
major role in this assignment and, 
toge ther  with the  Washington  
staff, drafted the audit guidelines 
for this major review-. 

To expedite the start of this as- 
signment, three separate kick-off 
conferences w-ere held in Detroit, 
Michigan; San Francisco, Califor- 
nia; and Kansas  City, Kansas. 
Members of the Detroit regional 
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office who conducted the survey 
held briefings at  these confer- 
ences ,  presented the  resul ts  of 
their survey, and together with the 
Washington staff went over the 
audit guidelines. 

T h e  7(a)  j o b  s ta r ted  i n  
November 1974. From that time 
on, the Washington staff members 
ass igned to  t h e  job  were con- 
stantly traveling to insure that all 
15 GAO regions were uniformly 
carrying out the audit program. 
Detroit’s assistant regional man- 
ager assisted by making several 
field trips to other regional offices 
during this period. All regions 
completed the field audit work in 
mid-February 1975 as planned. 

6. Rcview of SBA’s management, or- 
ganization, and rmiew functions. 
The director of the General Gov- 
ernment Division suggested that, 
in  addi t ion to our  program re- 
views, we take a close look at  
how, in his words, ”SBA manages 
the store”; that is, ascertain how 
SBA’s top management keeps ap- 
pr i sed  of how good a j o b  t h e  
agency is  doing. To carry out this 
assignment, w e  planned to b o k  at 
(a) the effectiveness of and need 
for several SBA audit and investi- 
gation offices, (b) the use by man- 
agement  officials and  program 
managers of reports generated by 
SBA’s management information 
system to monitor the progress of 
loan programs, (c) the effective- 
ness of SBA’s policy and regula- 
tions regarding conflicts of inter- 
est, and (d)  the adequacy of re- 

views made by SBA’s Office of 
Portfolio Review, which was es- 
tablished in 1973 to evaluate the 
dis t r ic t  offices’ loan assis tance 
portfolios. 

Regarding (d) ,  we recognized 
that the Federal Deposit Insurance 
Corporation had, for many years, 
carried out a similar function for 
banks ,  so we d i s c u s s e d  with 
members of that agency the possi- 
bility of having them assist us in 
our evaluation. After a series of 
meetings with the Deputy Director 
of FDIC’s Division of Bank Super- 
vision, we contracted with FDIC 
to examine (a) the adequacy of 
SBA staffing in terms of numbers 
and qualifications for carrying out 
work, (b) the adequacy of SBA’s 
written policies and procedures for 
carrying out the intended purposes 
of the organization, and (c) the ac- 
tual practices of the portfolio re- 
view staff .  I t  was a g r e e d  t h a t  
FDIC would carry out its examin- 
ation at four SBA district offices, 
which it would select. 

Although we stipulated at  the 
outset that their access to records 
for purposes of this assignment 
uould be under the broad author- 
ity that GAO has in such matters, 
w e  expected the FDIC personnel 
to determine the scope of work 
necessary and to devise their own 
work plan. 

S u b s e q u e n t l y ,  i n  F e b r u a r y  
1 9 7 5 ,  a four-man FDIC team,  
headed by an assistant regional 
director, began its investigation. 
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7. Review of personnel management 
at S B A .  The Federal Personnel 
and Compensation Division agreed 
to review selected SBA personnel 
management activities a t  head- 
quarters and field office locations. 
The Division was to examine (a )  
problems disclosed by the Civil 
Service Commission’s personnel 
management  eva lua t ions  a t  
selected SBA offices and the ex- 
tent of corrective actions taken by 
SBA,  ( b )  w a y s  to ident i fy  t h e  
strong and weak areas of SBA’s 
personnel management, and ( c )  
the issues involved in the alleged 
political referral system at SBA. 
We expected much of our work to 
be based upon interviews of SBA 
employees-both the professional 
and clerical staffs. This  assign- 
ment was to be carried out at 7 
SBA regional offices and 23 dis- 
trict offices. 

8. Audit of SBA’s financial statements 
f o r j s c a l  year 1974. To round out 
our review of SBA activities, w e  
arranged with the Field Opera- 
tions Division for the Washington 
regional office to conduct an audit 
of SBA’s 1974 f inancial  s ta te-  
ments. Although this audit was to 
be made primarily at SBA’s head- 
quarters  office, some work was 
done at SBA’s Financial Opera- 
tions Division in  Denver ,  Col- 
orado. 

Scope of Full-scale Audit 
These eight reviews, then, were to 

provide  u s  with broad  coverage  of 

SBA’s operations and allow us  to report 
to the Congress on the effectiveness of 
several SBA loan programs, as  well as  
the efficiency with which SBA carries 
out its personnel, management, and fi- 
nancial operations. A s  indicated on the 
table on pages 54-55, these reviews 
uould take us  into 54 of SBA’s 91 field 
offices, a s  w-ell as  its headquarters of- 
fices. 

After completing our plans, w e  held 
a briefing for the Comptroller General, 
the Deputy Comptroller General, and 
the directors of the three operating divi- 
sions involved in October 1974. 

At  the end of the briefing. we agreed 
to send letters to the Chairmen of the 
two SBA legislative committees-the 
Senate Committee on Banking, Hous- 
ing, and Urban Affairs and the House 
Commit tee  on  Banking  a n d  Cur-  
rency-describing our audit approach 
for responding to  t h e  congressional  
mandate. At the Comptroller General’s 
suggestion, w e  pointed out that the  
General Accounting Office was commit- 
t ing a s u b s t a n t i a l  amount  of 
manpower-estimated to cost about $2 
million-to comply with the public law. 
b e  sent  the  le t ters  o n  October 18, 
1974,  thus completing the planning 
cycle for the comprehensive audit of 
SBA. 

The task of completing the audits and 
preparing reports remained ahead. A 
future article will summarize the results 
of our  work and  congressional  a n d  
agency use of our findings and recom- 
mendations. 
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CLINTON H. WHITEHURST 

New Horizons For 
An Ever-young Lady-GAO 

‘4 university professor who spent a year on the staff of GAO as a 
Sears-American Assembly of Collegiate Schools of Business 
Fellow under the Federal facult-y fellowship program giues his 
observations about G A O .  The article is based on a paper 
presented at the tenth annual meeting of the southeastern 
chapter of the Institute of Management Sciences to try to interest 
management science specialists in GAO’s work. 

This is not a technical paper such as 
might be expected at a regional meeting 
of the  Institute of Management Sci- 
ences. Nonetheless, it is entirely rel- 
evant and I trust i t  will prove beneficial 
as  w e l l  a5 interesting to the manage- 
ment scientists and his colleagues in 
sister disciplines such as  econometrics, 
systems analysis, and  operations re- 
search. 

In a word, the  paper  examines a 
little-known but most important compo- 
nent of the legislative branch of the 
Federal Government-the U.S. General 
Account ing  Off ice ,  b e t t e r  known 
perhaps as GAO. 

In  1974, this ever-young lady passed 
her 53rd birthday. Not old in terms of 
original cabinet departments such a s  
State and Justice, War and Navy, but 
still senior to almost half the present- 
day cabinet departments and most Fed- 

eral agencies. If, however, the agency 
has reached chronological middle age, 
i t s  func t ions ,  respons ib i l i t i es ,  a n d  
evervday work a s  the  congressional  
watchdog are as new as  the latest NASA 
space shot and as timely as the reor- 
ganization of the northeastern railroads. 

Historical Background 

The General Accounting Office is an 
independent agency lodged in the legis- 
lative branch of the Federal Govern- 
ment. It is headed by the Comptroller 
General of the United States-at pre- 
sent  Elmer B .  Staats-and came into 
being under provisions of the Budget 
and Accounting Act of 1921. This act 
vested in the Comptroller General all of 
the duties and authority formerly exer- 
cised by the Comptroller of the Treas- 

Dr. Clinton H. Whitehurst, Jr., is Professor of Industrial Management at Clernson University 
(bouth Laroltna). During 1974-75, hr sewed in GAO az a supervisory ecuriurriist i r i  t l t r  Lugia- 
tics and Cornmunicatiuns Divisiun. He is currently serving as an expert consultant to GAO. 
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ury. Since 1921, GAO’s authority and 
responsibilities have been constantly 
enhanced by additional acts of Con- 
gress. 

Washington, D.C.,  at 441 G Street, 
NW.,  occupies an entire city block. In 
cornerstone-laying ceremonies in 1951, 
President Harry S Truman observed: 

cies, and 80 boards and commissions 
are subject to such reviews. 

A second major GAO mission is to 
T h e  h e a d q u a r t e r s  bu i ld ing  i n  provide direct assistance to the Con- 

gress. Special audits and surveys are 
made at the request of congressional 
committees and individual Members. 
Such requests typically receive a high 
priority. Other responsibilities include 
se t t l ing  c la ims  for and  aga ins t  t h e  

campaign spending and reporting. 

Zlan! people in  the Guierninent hare wrongl! 
considered the Generdl lccounting Office a 
surt of bugaboo thdt keeps theni from duing 

Government, when the! think of the General 
lccounting Office at all, consider i t  a d n  and 
boring subject. But the General .\ccounting 
Office ia neither d bugaboo nor d bore. It is a 

United States and Overseeing 
s h d t  the) rant to do. Man) people outside the 

Each year many GAO professionals 
.are assigned to congressional commit- 
tees- Their function is  to provide, and 
ass i s t  i n  providing information for  
committee studies and investigations. 
Frequently, G-40 representatives a re  
called upon to testify before congres- 
sional committees in connection with 
particular reviews and reports. In some 
cases testimony will be by the Com- 
ptroller General and division directors; 
in many other cases i t  is by the GAO 
professional testifying in areas of his 
unique expertise. 

vital part of Government, Its work is of 
great benefit to all of us.’ 

T h i s  work of great  benefi t  to  u s  
all-in other  words, the  mission of 
GAO (and how it is carried out)-is 
what this paper is all about. 

GAO’s Mission 

A chief mission of GAO is to deter- 
mine  how t h e  var ious  Government  
agencies are carrying out the mandates 
of the Congress. The GAO review is the 
primary way this responsibility is car- 
ried out. A review is essentially a n  
audit in which a n  agency’s manage- 
ment ,  its program, and  its respon-  
sibilities are analyzed with the view of 
insuring that public funds entrusted to 

and economically. All told, 11 execu- 
tive departments, 40 independent agen- 

A final fact worth noting is that the 
individual-the man in the street-an 
and does request GAO assistance. Usu- 
ally his request is narrow in scope and 
c a n  be  bet ter  answered by another  
agency, or he can be referred to an exist- 
ing report about his question. But what- 

the agency are being used efficiently ever, his inquiry will gel a re- 
sponse. 

Thus does the agency serve . . . from 
the chairmen of powerful and prestigi- 
ous committees of the Congress to the 
individual citizen. Congressman Frank 
Horton of N e w  York probably summed 

1 Harry s Tr~nm,  quoted in The CAO R e v ~ m ,  
Summer 1974 (inside cover). 
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up GAO’s mission as  well as can be 
when he said: 

With the seemingly endless array of Federal 
agencies and progams, GAO is able to provide 
Congress with the objective information i t  

needs to determine how our tax dollars are to 
be used and to pinpoint needless expense and 
programs which don’t work. Without GAO, 
congressional oversight activities would be 
much more difficult. With it, Congress has an 
invaluable tool to check on the efficiency and 
economy of the Federal Government.2 

The Watchdog 

It is not by chance that the monthly 
newspaper of GAO employees is  called 
The Watchdog. It is entirely appropriate 
and precisely defines a major agency 
responsibility. 

Earlier it was asserted that the pri- 
mary way in which GAO’s mission (or 
watchdog role) is carried out is  through 
a review and that the basic method of 
carrying out  a review i s  the  audi t .  
Under the Budget and Accounting Act 
of 1921 and subsequent  legislation, 
areas of an audit have been expanded to 
include: 

Fiscal accountability, including inte- 
grity, disclosure and compliance with 
applicable laws and regulations. 

Manageri  a1 accountabi l i ty ,  con - 
cerned with the efficient and economi- 
c a l  use  of personnel  a n d  o ther  re-  
sources. 

Program accountability, concerned 
with benef i t s  b e i n g  a t t a i n e d  a n d  

2 Frank Horton, “GA-A Valuable Resource,” 
The GAO Review, Winter 1974, pp. 6&69. 

The US. General Accounting O&e: Pulposes, 
Functions, Services (1973), p. 9. 

whether programs are  achieving their 
intended objectives. 

This legislation also mandates that 
information obtained by GAO in per- 
forming i ts  funct ions i s  to be  made 
available to the Congress. 

I n  some cases  GAO findings and  
conclusions may be of no interest to the 
Congress. When such a determination 
is made, the reports are  sent directly to 
the agency concerned. If, however, a 
GAO review makes recommendations to 
the head of any Federal agency, the 
agency is required within 60 days to 
submit a written report to the Govern- 
m e n t  Operations C o m m i t t e e s  of t h e  
House and Senate. The  report must 
state what action is contemplated by the 
agency with respect to the recommenda- 
tions. Moreover, a similar statement 
must be submitted to the agency’s con- 
gressional appropriations committees 
prior to its request for funding. 

Allocating GAO Resources 

In terms of Federal agencies, GAO is 
not large. The professional staff in Au- 
gust 1974 numbered only 3,589 (1,575 
in Washington, 1,790 in regional of- 
fices, and 224 in the International Di- 
vision). Its operating budget in fiscal 
year 1974 was $109 million, a com- 
parat ively smal l  amount  when con-  
t ras ted with t h e  mult ibi l l ion dol lar  
budgets of Health, Education, and Wel- 
fare and the Department of Defense. 

Given these very real constraints, the 
Comptroller General must pay particu- 
lar attention to directing the agency’s 
audit efforts. In this respect, his basic 
criteria are to direct efforts in those di- 
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rections (1) which will insure the most 
efficient use of public monies and (2) 
which will be of most help to the Con- 
gress a s  it seeks to discharge its legisla- 
tive responsibilities. 

Specific factors influencing the deci- 
sion to make an audit are: 

-Statutory requirements. 
-Congressional requests and in- 

dications of congressional inter- 
est. 
-Potential areas  of improve- 

ment in  Government opera- 
tions. 

--Areas which have been identified 
as involving weaknesses in man- 
agement controls and operations. 

-Deviation of agency pol ic ies  
from congressional intent. 
-Programs with large sums to 

spend, assets, or revenues, 
and newness of programs. 

Although GAO must carefully allo- 
cate its manpower, it does not lack for 
legislative authority to carry out its mis- 
sion. A number of laws give the Comp- 
troller General the right to examine rel- 
evant books, documents, records, and 
papers of any Federal department or 
agency. This right also extends to cer- 
tain contractors in the private sector 
who have been awarded Government 
work. 

One measure of GAO effort is the 
number of audit reports issued. In fis- 
cal year 1973 these totaled 949, as  in- 
dicated in the following table.5 

4ibid. 

To Congress ....................... 
To Congressional committees 
To Members of Congress.. ... 

Report3 to 
Federal agenc) officials 

Reports of 
Office of Federal Elections ............. 40 

Totdl.. ............................................ ,949 
- 

The breadth and scope of GAO re- 
views can be seen by a sample of the 
subject matter of some of the reports: 

Inter im report on  evaluat ion of 
U.S. Metric Study 

Need for a national earthquake re- 
search program 

Assessment of the Teacher Corps 
Program 

Procurement of weapon detection 
devices for the aircraft antihijack- 
ing program 

Cost growth in major weapons sys- 
tems 

Use of military aircraft for political 
purposes 

Examinat ion  into whether  t h e  
Postal Service has improved first- 
class mail service 

Other measures of GAO output are  
testimony before congressional commit- 
tees  and reports to the Congress re- 
specting pending legislation. In fiscal 
year 1973 GAO professionals gave tes- 
timony on 38 different occasions. In  a 
related responsibility the agency is in- 
creasingly being asked by the Congress 
for independent, objective advice on 
proposed legislation. In this respect, 
575 reports on pending bills were fur- 

R~~~~ a t h e  Comptroller ceneral ofth nished to the various House and Senate 
committees. United States, 1973, p. 3. 
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A last index is the number of audits 
made of the various Federal agencies. 
During fiscal year 1973 a total of 1,585 
audits were  pcrformed in the  United 
States and 53 other countries. 

The end result of this effort is a more 
economical and efficient government. 
For fiscal year 1973 it is estimated that 
the adoption of GAO recommendations 
saved the taxpayers approximately $284 
million. 

GAO: Yesterday and Today 

A m u c h  heard  observa t ion  in 
Washington, D.C.. is that, while ad- 
minis t ra t ions  a n d  Congresses  may 
change, the bureaucracy goes on as  be- 
fore. Be that as i t  may, it is not true 
with respect to GAO-at least not since 
the midsixties. Much has happened and 
very l i t t le  is a s  before. Many GAO 
people would precisely date the change 
in emphasis, if not direction, with the 
appointment in March 1966 of Elmer B .  
Staats as Comptroller General. 

It is not that the basic mission of the 
agency changed. It didn’t. Rather. it 
mas a recogni t ion t h a t ,  with ever -  
increasing responsibilities in  an in- 
creasingly complex and technological 
world, the  accountant ,  lawyer. and  
auditor-the t rad i t iona l  GAO pro-  
fessional-needed help and needed it 
now, not 10 years hence. Thus, the 
economist, management scientist, and 
systems analyst who would have con- 
sidered chances of employment at GAO 
remote a few years ago need not today. 
The Office of Personnel Management 
aggressively recruits a t  the Nation’s col- 
leges and universities each year, and 

the above types a re  not being over- 
looked. 

With respect to the college recruiting 
year ended June 30, 1973, out of a total 
of 198, GAO hired 61 persons holding 
bachelor’s d e g r e e s  in  b u s i n e s s  a d -  
ministration, economics, management, 
engineering, mathematics, and opera- 
tions research. At the master’s level in 
these same fields, a total of 41 were 
hired out of a total of 80. For the re- 
cruiting year ended June 30, 1974, a 
total of 94 bachelors and 61 masters 
were hired in the above fields. 

The newly graduated GAO recruit 
holding a bachelor’s degree can expect 
a n  appoin tment  a t  t h e  GS-7 level .  
Those with a master’s degree generally 
start as a GS-9 (GS-7 salaries in the 
above areas  range from $10,520 to 
$ 1 1 , 2 2 2 ;  for  GS-9 t h e  sa la ry  i s  
$12 $4 1 ). 

The new recruit comes from a cross 
sec t ion  of American inst i tut ions of 
higher learning. During the period Au- 
gust 1973-May 1974,  new graduates 
representing 63 colleges and univer- 
sities cast their lots with the agency. 
Schools in the southeast region include 
East  T e n n e s s e e  University, Flor ida 
Technological Institute, Florida State, 
Jacksonville State. A&T University, 
Alabama State, University of Georgia, 
Troy State, Duke, University of Tennes- 
see, Middle Tennessee State, Virginia 
State. and Old Dominion University.6 

Appointments in GAO, however, a re  
not limited to the new college graduate. 
In a random sample of recently hired 
professionals  ( those  h i red  within 2 

‘The C.40 Ra; im,  Summer 1974 and Winter 
1974, pp. 130-32 and 112-13. 
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years) having degrees in economics, 
management science, or general busi- 
ness, 11 out of 26 were hired at the 
GS-13 to -15 level, i .e.,  at salaries 
ranging from $20,000 to $30,000 per 
year. 

GAO: Tomorrow 

Since its creation in 1921, the re- 
sponsibilities of GAO have constantly 
changed. A number of i ts  functions 
have been transferred to other agencies. 
while new responsibilities have been 
added. In general, accounting and re- 
porting once performed for other agen- 
cies is now the responsibility of those 
agencies .  On t h e  o t h e r  h a n d ,  t h e  
breadth and scope of GAO audits have 
been expanded to include agency man- 
agerial and program accountability. 

In the General Accounting Office Act 
of 1974, the thrust is much the same. 
Routine audits will be performed less 
often and the last remaining centralized 
audit performed by GAO will be trans- 
ferred to the executive branch. On the 
other hand, authority is conferred for 
GAO to expand its watchdog function 
into new areas. 

Actually the  move toward having 

N E W  HORIZONS 

philosophy of the agency. Where it is 
going and how does it see its role in the 
future? 

As with any agency, the philosophy 
and  tone will be  largely set  by t h e  
agency head. In the case of GAO, that 
responsibility falls to Comptroller Gen- 
eral Staats. 

One thing is certain: the broadening 
of the professional staff will continue. 
In addressing the Washington, D.C., 
chapter of the National Association of 
Accountants in 1971. Mr. Staats said: 

Two distinct fields of endeavor emerge as 
the role of the accounting profession in this era  
of social change: creatise accounting and pro- 
gram analysis and evaluation. While the ac- 
countant will be deeply involved in each of 
these fields, he hill. in order to meet the needs 
of drciwm-makers and adminidraton. have to 
share his contribution >ubstantially with other 
d i s c i p l i n e ~ s c i r n t i s t s ,  computer analysts, en- 
gineers ,  medical  pract i t ioners ,  systems 
analysts .  mathematicians,  economists ,  
sociulogist~, statisticians. actuaries, and the 
like. 

Another forecast  safe to  make  i s  
based on no more than a continuing ob- 
servation in the Washington headquar- 
ters. That is, the agency will continue 
to be “ever young” in a literal sense. 
Young people are  not only being re- 
cruited but are moving up faster and 

agencies be responsible for their own getting real responsibility earlier. As- 
detailed audits is, itself, a result of s i s t a n t  a n d  a s s o c i a t e  d i r e c t o r s  a r e  
GAO initiatives in developing effective young-younger in many cases than the 
internal auditing standards for the Fed- average associate professor at the large 
era1 Government. State universities. 

The above, however, are legislative Speaking to the American Assembly 
changes-mandated by the Congress. of Collegiate Schools of Business in  
They are  important, but it is argued 1 9 7 3  on “The Common Interests  of 
here that more important-at least for Government and Schools of Business 
the new professional thinking about a and Administration in Improving Man- 
career  with GAO-is the underlying agement in Government,” Mr. Staats 
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outlined his view of the type of product 
the Nation’s business schools should’be 
turning out. He said: 

We need people who want to be leaders and who 
associate with that desire the highest standards of 
honesty, integrity, and ethics-a sacred regard for 
the public interest-whether or not their day-to- 
day work involves them in private enterprise or 
Government service. 

in an environment devoid of other dis- 
ciplines. At the bachelor’s level alone 
for the recruiting year which ended in 
June 1974.9 holders of 19 different de- 
grees, including history, public affairs, 

the agency. 
foreign affairs, and government, joined 

Whether these future leaders remain in busi- 
ness, enter a more specialized profession, or de- 
velop in some other capacity, they will never es- 
cape their relationship to, and concern with, the 
activities of Government-Federal. State, and lo- 
cal. An understanding of Government a d  politics 
is a must, and the schools of business and public 
administration should assume a large part of the 
burden of insuring that their graduates obtain such 
an understanding. ’ 

In this respect it is worth noting that 
95 percent of new GAO college recruits 
come from schools of business. But the 
business school graduate will not work 

Conclusion 

Perhaps now the rather poetic title of 
this paper has become clear. GAO must 
remain young. It has no choice. As the 
scope and responsibilities of the Fed- 
eral Government change, so must the 
role of GAO. As the legislative branch 
asserts itself more and as the executive 
branch continues to grow, nothing could 
be more certain than endless horizons 
for this ever-young lady. 

Too Polite? 

What some critics complain about is that with all this built-in indepen- 
dence, ability and power, the GAO too often is bland and timid and uses 
nice-nelly language. 

William Ringle 
Democrat and Chronicle 

(Ruchester. N.Y.) 
March 30, 1975 
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RALPH W. LAMOREAUX 

Training in Operational Auditing 

The best training in  auditing, regardless of scope, is generally 
under experienced auditors right on the job. There is always a 
need, however, for classroom training which provides 
opportunities for analyzing and discussing the basic concepts 
and reasons for the auditing policies and practices being 
applied. This article describes the origin, makeup, and future of 
a new course being used in GAO and elsewhere to train auditors 
in the concepts and techniques of operational auditing. 

“Operational auditing” is  a term and 
function which has gathered consider- 
able  momentum and attention in the 
last several years. Many articles on the 
subject have appeared in various trade 
publications, and brochures and pam- 
phlets offering training courses in oper- 
ational auditing are now being circu- 
la ted  by account ing,  audi t ing,  and  
management associations and by the 
Government. GAO, a forerunner in the 
world of operational auditing, now of- 
fers a 2-week course on the subject 
which has been tested and proven suc- 
cessful. 

Operational Auditing: 
What Is It? 

Before getting into a discussion of the 
training course, i t  is perhaps best to 
define operational auditing, also known 
as  management, performance, or pro- 

gram auditing. Although there is  no 
generally accepted definition for the  
term, 

. . . Operational auditing. . . usually refers 
to a scope of auditing which examines and 
evaluates the operating. managerial, or admin- 
i5trdtive performance of an activit) or organiza- 
tion beyond that required for an audit of ac- 
counts and financial statements. 

This does not imply that operational 
auditing should supplant financial au- 
diting. Rather, the operational audit 
can and should be a logical and far- 
ranging extension of the financial audit. 
While a financial audit is. of necessity, I 

a critical analysis of past financial ac- 
tivities, an operational audit is designed 
to be  a constructive assessment of future 

‘E.H. Morse, Jr., “Operational Auditing and 
Standards for the Public Sector,” The GAO Re- 
oiew, Winter 1973. 

Mr. Lamoreaux has been assigned to the Office of Policy for the past 3 years where he played 
an  important role in getting the subject training course started in G.40. He joined GAO in 1967 
in the Denver reglonal office. A member of the American Instltute of CPAs and the Association 
of Government Accountants, he holds an M . B . A .  degree from the University of Utah and is a 
CPA (Utah). 
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alternatives available to a n  organization. 
The objective of operational auditing is 
to appraise management organization, 
techniques, and performance with a 
view towards improvement. To s ta te  
another way-in GAO language-the 
primary purpose of such extended audit- 
ing is to identify opportunities for grea- 
ter efficiency and economy and for im- 
proved effectiveness in carrying out pro- 
cedures and operations. 

Traditionally, auditing has been di- 
rected toward safeguarding funds and 
other assets, confirming a state of fi- 
nancial affairs, verifying that generally 
accepted accounting principles have 
been applied with consistency, and ex- 
pressing an opinion on fiscal steward- 
ship. Its primary involvement has been 
with the fiscal record. Now, the auditor 
must often respond to a demand from 
different parties for more information 

about results than can  be found solely 
in the fiscal records. Both within busi- 
ness and government, interested parties 
have increasingly been seeking infor- 
mation by which the quality of man- 
agement can be judged, progress toward 
enterprise objectives measured, and ef- 
fectiveness of different programs, func- 
tions, and activities assessed. Respond- 
ing to  th i s  i n c r e a s e d  d e m a n d ,  t h e  
techniques and procedures of auditing 
are being applied more and more to the 
nonfinancial aspects of operations. 

Table 1 summarizes some of the dif- 
ferences between financial and opera- 
tional audi t ing2 

Course Origin 

GAO has been a pioneer and leader 
in the field of operational auditing. 
Each year i t  sends hundreds of reports 

TABLE 1 

characteristics Financial Operational 

1. Purpose Express an opinion Appraise and improve 
on financial condition management methods 
and on stewardship and performance 

2. Scope 

3. Methods 

Fiscal record Interrelated operat- 
ing, managerial, and 
administrative functions 

Emphasis on Emphasis on inter- 
accounting skills disciplinary skills 

4. Time-orientation To the past To the future 

5. Practice Traditional Recent 

* Adapted from Perspective in Audi t ing4eadings  and Analysis Sctuations, D. R.  Carmichael and John J. 
Willingham (New York: McGraw-Hill, Inc.. 1971), p. 483. 
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to the Congress, its committees and 
members, and to the responsible Gov- 
ernment agencies. These reports cover 
a variety of subjects dealing not only 
with financial matters, but also with the 
efficiency. economy, and effectiveness 
by which operations have been con- 
ducted. Many of them include findings 
which serve as  a basis for recommend- 
ing that improvements be made in Gov- 
ernment operations-action being taken 
on t h e m  by e i t h e r  t h e  respons ib le  
agency or by the Congress. 

Because of its position of leadership 
in the field, the Comptroller General of 
the Republic of Peru asked GAO to de- 
velop a training course in  operational 
auditing. Such a course was needed by 
his office to assist in establishing a pro- 
gram of auditing which would permit 
implementation of new responsibilities 
provided it under Peruvian law. These 
responsibilities dealt with making “op- 
erational examinations to verify the cor- 
rect administration of human, material 
and financial resources.” 

In response, the Comptroller General 
of t h e  United S t a t e s  recommended 

Comptro l le r  G e n e r a l  r igh ts  to  t h e  
course materials in Spanish and Por- 
tuguese. Although Mr. Rasor retained 
rights to the English-language course 
material, he has since granted GAO un- 
restricted rights to the material for use 
in training its own staff. 

The  Spanish version of the course 
was first presented in September 1973 
in Peru. It has since been taught in  
Bolivia, and the Comptrollers General 
of Colombia and Venezuela have also 
requested that it b e  taught in  the i r  
countries. 

The English version of the course has 
been taught six times in GAO, the first 
session beginning in June 1974. AID is  
considering presenting the course to its 
professional staff. The Interagency Au- 
ditor Training Center of the Department 
of Commerce. which has been assigned 
audit training responsibilities by the 
Civil Service Commission, also plans to 
present the course for Federal, State, 
and local auditors. 

Course Makeup . 
The course, known as  the “Progres- Robert L .  Rasor for the job. Employed 

by GAO for 25 years-from 1946 to sive Development Training Course in  
Operational Auditing,” is designed to 1971-Mr. Rasor spent much of that 

time in what is now known as the Office illustrate the practical as well as the 
Of where he theoretical aspects of such auditing. It 

policies and procedures used by the Of- 
many of the  audi t ing and  reporting consists of (1) discussion sessions on 

the general nature of operational 
fice today. a n d  t h e  methods ,  p r o c e d u r e s ,  a n d  

Development of the course was fi- 
nanced by the U.S. Agency for Interna- 
tional Development (AID) as part of its 
technical ass is tance program to the 
Peruvian Comptroller General’s Office. 
AID also ratified the letter of agreement 
between the Comptroller General  of 
Peru and Mr. Rasor which gave the 

s tandards used and (2)  a n  extended 
case exercise involving an illustrative 
operational audit assignment. The case 
exercise takes the student from the be- 
ginning of a n  audit to the final report. 

The student is provided, on a pro- 
gressively released basis, with the same 
type of information that an auditor nor- 
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Author leads discussion in recent1.v held session of the training session. 

mally would have in conducting an ac- 
tual audit. The student is required to 
plan and prepare the program of audit 
work to be done during each phase of 
t h e  audi t  ( i . e . ,  prel iminary survey,  
legislative review, preliminary review, 
detailed examination, and report writ- 
ing) based on this information. In addi- 
tion, the student is required to prepare 
portions of a report draft which, theoret- 
i ca l ly ,  would b e  forwarded  to  t h e  
agency for advance review and com- 
ment. This particular training approach 
is  aptly suited to operational auditing 
because such work is highly innova- 
t iona l  a n d  d e p e n d e n t  upon t h e  in- 
genuity and discretion applied by the 
auditor as  the audit progresses. 

The purpose of each audit phase, as 
well as the methodology to be used, is  
discussed by the instructor a t  appro- 
pr ia te  times throughout the  session. 
Further, each student is given a n  oppor- 

tunity to orally present to the rest of the 
class portions of the audit programs and 
report draft he or she has prepared ac- 
cording to study and work assignments 
which have been made. There is natur- 
ally, and of necessity, considerable  
discussion and exchange of ideas and 
experiences between the instructor and 
the students before and after each audit 
phase. 

Course Purpose 

The purpose of the course is to help 
the student understand GAO's policies, 
procedures, and techniques for opera- 
tional auditing and to enable him or her 
to actually apply them in conducting an 
audit from beginning to end. Permission 
to use these policies, procedures. and 
techniques in teaching people outside 
GAO was granted by the Comptroller 
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General in furtherance of his objective 
of helping to upgrade the quality and 
expand t h e  na ture  of governmental  
audit work performed, irrespective of 
who does it. The auditing program of 
the Office has proven to be successful. 
Accordingly, it should b e  of interest 
and value to others engaged in this kind 
of work, subject to certain adaptations 
brought about by the peculiarities of the 
individual audit organizations and the 
activities which they examine. 

Course Materials 

Course materials consist of the fol- 

1. Training Booklets Nos.  I -8-These 
booklets present the master case 
on a progressive basis. Each book- 
let presents a possible solution to 
the previous work assignment and 
the material necessary for the next 
assignment. 

2. Training Booklet N o .  9-This 
booklet is an instructor’s guide. 

The following materials prepared and 
published by GAO are also used by the 
course participants: 

1. Comprehensive Audit Manual ,  

2. Report Manual-15 selected chap- 

3 .  Standards for  Audit of Gmernmen- 
tal Organizations, Programs, Ac- 
tivities & Functions-A publication 
which  p r e s e n t s  a n d  expla ins  
standards applicable to all levels 
of governmental auditing in the 
United States. 

lowing documents: 

Part I-13 selected chapters. 

ters. 

4.  Internal Auditing i n  Federal 
Agencies-A publ ica t ion  which  

presents basic principles, stand- 
ards, and concepts of internal au- 
diting. 

Teaching the Course 
in GAO 

A full-time instructor teaches the 
course in GAO over a 2-week period. A 
representative from the Office of Policy 
assists as needed and at each discus- 
sion session. This arrangement differs 
from the three to five instructors who 
teach the course in South America over 
a 3-week period. 

Approximately 1 2 0  s tudents  i n  6 
classes of 18 to 20 students each have 
completed the course in GAO. The stu- 
dents’ grade levels have ranged from 
GS-7 through GS-15. and their time 
ui th  GAO has varied from a couple of 
weeks to 15 years. A few of the stu- 
dents came from GAO regional offices, 
but most were from headquarters. The 
first six classes deliberately involved a 
wide cross section of GAO professional 
employees in order to help identify the 
group or groups to which the course is  
best suited. 

The student gains from the course in 
direct proportion to the amount of work 
he or she puts into it. Because of the 
nature and extensiveness of the study 
and work assignments, some outside ef- 
fort is required by most students. So 
far, this has ranged from as  few as 2 to 
as  many as 30 hours  dur ing  the  2 
weeks. 

The course has generally been very  
favorably received by those who have 
participated in it. This is evidenced by 
written critiques received at the end of 
each class a s  well as  unsolicited, volun- 
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tary comments made by many of the levels  general ly  ranging from GS-9 
students. Typical comments include: through GS- 15 who have  vary ing  

amounts and kinds of work experience 
before being employed by GAO. The 
course gives these employees, in a short 
time, a broad overview of how the Of- 

T h i b  course has helped a svs- 
tematized, orderly, logical. disciplined dp- 
proach to conducting an operational audit and 
preparing a GAO report. 

This course information doe5 provide a useful fice makes its audits and prepares its ~- 
f ramework.  . . to utilize in conducting or 
managing actual work. Perhaps its best result 
i h  a farniliarization w i t h  the CAM and the Re- 
port Manual. 

Knowing the whole audit report procezs will 
hetter enat& m e  to plan mv own work. 

The required reading from the C A M  and Re- 

reports. This overview is important be- 
c a u s e  of t h e  h igher  leve l  respon-  
sibilities these individuals are assigned 
after beginning work. Future sessions of 
the course will be open to this group. 
Sessions will also be open to any other 
employees wanting to attend. or who are 
recummended by their division or of- 
fice, regardless of grade level. Because 

purt MdnUdl prO\.ide3 e\cellent dWdTellebS Of 

(;lo >tanilarcl, anti pidance on the 
proper cuncluct of auditing procedures and re- . .  
porting. 

The information wi l l  help me in terms of being 
better able to procw4 in a more organized and 
orderly manner in planning, initiating and 
cunilucting work. 

The course is . . . directly related to the work 
I a m  currently doing and will be doing in the 
future. 

In the Future 
The course has proven particularly 

he lpfu l  to  those  GAO employees  
categorized as ”upper- level  hires.” 
These a re  employees hired at  grade 

of the limited class size, however, first 
priority will be given to upper-level 
hires and those professional staff mem- 
bers who have from 15 to 18 months 
experience in GAO. 

Although firm da tes  have not yet 
been established, it is expected that the 
course will soon be taught in several 
regional and  overseas offices. Addi- 
tional offerings of the course outside 
Lashington will depend on these initial 
presentations, the availability of in- 
structors and resources, and the ex- 
pressed need of the different offices. 

To Be Clear and Brief- 

Clarity takes time, and so does hrebit?. It is easier to over-write than to 
program the reader selectively with what he needs in the way of fact to bring 
about concurrence. 

Professor Mary C .  Bromage 
Univrrbity of Michigan 
D i c d e n d ,  Fall 1974 
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Performance Appraisals: 
Why Don’t They Work Better? 

Why performance appraisals don’t work better and what can be 
done about it has been a mystery to managers for  many years. 
As a special research effort in  the MBA program at The 
University of Detroit, uarious forms of performance appraisals 
were studied in detail to gain a n  understanding of this 
perplering problem. The following article i s  based on excerpts 
f rom that research. 

Often described by subordinates and Current Appraisal Systems 
supervisors as -‘that terrible time of the 
year” or “the time to play God,” per- 
formance appraisals have become one 
of the greatest causes of anxiety-for 
both subordinate and supervisor. And 
yet, appraising individual performance 
is a fundamental human act. People 
have watched others since the begin- 
ning of time, appraising behavior in 
terms of their own goals and needs. Re- 
la t ionships  have  b e e n  in i t ia ted ,  
strengthened, or severed on the basis of 
such appraisals. 

Despite the immeasurable benefits of 
an effective appraisal system, the ap- 
praisal processes in many business and 
Government organizations do not im- 
plement the basic appraisal theories 
and techniques  taught  i n  personnel  
management textbooks and learned by 
managers in training seminars. Why? 

. .  

Before we try to identify the causes, 
w e  must understand the purpose of ap- 
praisal systems. Most authors seem to 
agree on the following goals: 

-Help or prod supervisors to ob- 
se rve  t h e i r  s u b o r d i n a t e s  more  
closely and to do a better coaching 
job. 

-Motivate employees by providing 
feedback on how they are doing. 

-Provide backup data for manage- 
ment decisions concerning merit 
increases, transfers, dismissals, 
etc. 

-Improve organization development 
by identifying people with promo- 
tion potential and pinpointing de- 
velopment needs. 

-Establish research and reference 
bases for personnel decisions. 

Mr. Rugers I D  an audit manager and professional development coordinator in the Detroit 
regional office. H e  hold5 a B.S. degree in accounting and has completed several postgraduate 
courses in industrial and personnel relations since pining GAO in 1965. He is a member of the 
-2ssuciatiun uf Government Accountants. the International Persunnel Management Association, 
and the Intergovernmental Training Council of Michigan. 

GAO ReuiewlFall ’75 73 



PERFORMANCE APPRAISALS 

How well these  goals a r e  accom- 
p l i s h e d  d e p e n d s  on  t h e  a p p r a i s a l  
technique used and the work environ- 
ment. Five of the more popular forms of 
appraisal are: 

1. Graphic rating scale. 

2. Essay or narrative. 

3. Forced-choice rating. 

4. Ranking or peer comparison. 

5. Management by objectives. 

In evaluating each, we will look at the 
premise of the technique as well as its 
general use and limitations in actual 
practice. 

Graphic Rating Scale Approach 

The oldest and most widely used, the 
rating scale technique is  also the most 
controversial and criticized. It generally 
uses a checklist form which lists vari- 
ous characteristics, either of perform- 
ance or personality, and then provides 
several choices from which the rater 
selects the one that best describes the 
employee and his performance. 

Some scales use general choices such 
as “o~ts tanding,”  “excellent,” “aver- 
age,” “below average,” “unaccepta- 
ble .”  O t h e r s  u s e  more descr ip t ive  
terms--“highly innovat ive,”  “good 
self-s tar ter ,”  “ n e e d s  prodding.”  In  
either case, the form also shows a point 
scale for evaluating each characteristic 
numerically and allows for a total score 
as  well. 

W h i l e  t h e  forms vary, t h e  bas ic  
premise is the same. Supervisors select 
the description and numerical score for 
each characteristic and then total their 
choices to determine the total score. 
The scores for individual characteristics 

provide a basis for counseling the em- 
ployee, and the total score gives man- 
agement a quantified basis for compar- 
ing employees and making personnel 
decisions. 

However ,  t h e  overa l l  r a t i n g  
technique assumes that each factor or 
characteristic has equal importance or 
weight in overall performance. Thus, a n  
employee’s low performance in tirneli- 
ness can be offset by an enthusiastic 
attitude or willingness to accept added 
responsibility or ability to relate goals 
and objectives to specific work steps. 
The technique also assumes that one 
rating scale is equally applicable to a 
var ie ty  of jobs .  Yet c lear ly ,  s o m e  
characteristics are more important for 
certain jobs than others. 

Another assumption is that all raters 
use the same standards in determining 
whether a subordinate is good, excel- 
lent, or needs improvement. Unfortu- 
nately, each rater views standards for 
performance differently. In many cases 
no attempt has been made to determine 
what standards should apply or to de- 
fine the characteristic so raters know 
what i t  means. 

Because of the lack of clear, objec- 
tive standards, supervisors’ personal 
perceptions and biases have an impact 
on the effectiveness of the rating scale 
technique. This also allows for differ- 
ences between hard graders and easy 
graders. Some supervisors hesitate to 
give low ratings based on subjective 
judgments for fear of antagonizing their 
subordinates. They also fear their low 
ratings will reflect on their supervisory 
abilities. Others went through a strug- 
gle to get to the supervisory level, and 
now they demand that each employee 
struggle the same way. 
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A common problem caused by the 
lack of clear, objective standards is the 
“halo” or  “blend” effect. This  is a 
natural tendency for the rater to be in- 
fluenced in rating one factor by the 
kind of rating he gives on others. If a 
supervisor has  a general feeling the 
employee is good, he will rate the em- 
ployee high on all factors. 

Another  fundamenta l  problem i n  
some rating scale systems is the use of 
personality traits instead of specific 
performance characteristics. These sys- 
tems are of little help to the individual 
or the organization because little can be 
done to change an employee’s personal- 
ity. Usually the supervisor is insecure 
in giving the rating and the subordinate 
becomes antagonistic when personality 
is  questioned. 

As a result of the system’s shortcom- 
ings, supervisors balk at using apprais- 
als rather than considering them as an 
aid in  observing their subordinates. In 
addition, employees view the appraisal 
system as an adversary procedure rather 
than one providing them with motiva- 
tion for development. 

Essay or Narrative Appraisals 

Because of criticisms aimed at the 
rating scale approach-particularly its 
lack of feeling for the individual and its 
complicated format-some organiza- 
tions have changed to a free-form essay 
evaluation. The essay appraisal simply 
requires supervisors to write down their 
impress ions  of t h e  individual .  T h e  
comments can, if desired, be grouped 
under headings such as  nature of job 
performance, employee characteristics, 
and developmental needs for the future. 

Both a virtue and a defect of the  
essay procedure is the  considerable  
time and thought needed to do it well. 
Although t h e  procedure  m a k e s  t h e  
superv isor  b e  more observant  a n d  
analytical of subordinates’ performance, 
it requires more time than the average 
supervisor can afford (or is willing) to 
spend. 

Other  problems also plague essay 
appraisal system. For example, some 
supervisors are poor writers. The skill 
and effort of the writer-rater often has a 
greater impact on the rating than the 
real performance of the employee being 
rated. 

The lack of comparability of results 
from narrative comments is also a prob- 
lem. Because there  is no numerical 
score, there is no basis for comparing 
large quant i t ies  of appraisals. Com- 
ments included in such appraisals also 
are  usually too general and vague to 
give employees the needed feedback. 
After preparing essay appraisals a few 
times, raters soon find it quicker and 
easier to use a ready list of “canned” 
cliches or comments that can be in- 
serted, usually meaninglessly, into the 
spaces provided. As a result, the sys- 
tem breaks down as  an aid to develop- 
ment. 

However, the biggest problem with 
essay or  narrative appraisals  is  the  
same as that with rating scale systems. 
No a t tempt  is m a d e  to give ra te rs  
specific. clear, objective standards for 
per formance .  Tru ly  open-ended  
appraisals are seldom satisfactory be- 
cause the results are too general. 

Forced-Choice Rating 

Forced-choice questionnaires were 
developed to evaluate Army officers in 
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World War 11. Combinations of four or 
five adjectives are  used to describe a n  
individual’s performance. The rater is 
asked to select the adjective which best 
describes and the one w,hich least de- 
scribes the employee. These choices 
are  then reviewed against a key un- 
known to the rater to determine how the 
employee rates. 

The forced-choice system reduces the 
impact of personal bias on the apprais- 
al. However, the system is expensive to 
install and is usually practical only for 
evaluating jobs when several hundred 
employees have the same position. Few 
industries can meet that requirement. 
Using this approach for jobs with differ- 
ing characteristics results in poor corre- 
lation between appraisal and actual per- 
formance. 

A second problem of t h e  forced- 
choice technique is its limited value a s  
a counseling aid. Because of the super- 
visor’s lack of knowledge of the proper 
answers, he or she cannot use the ap- 
praisal to counsel the employee on de- 
velopmental needs. Also, supervisors 
trying to help their subordinates may 
try to outwit or get around the system. 
In doing so, supervisors are not only 
doing harm to the system but possibly 
jeopardizing their employees’ appraisal. 

Because  of t h e  system’s secrecy,  
many supervisors a s  well as subordi- 
nates resist its use. The system’s detri- 
mental impact  on morale makes the 
cure  to typical rating systems worse 
than the original problem. 

Ranking or Peer Comparison Approach 

The ranking or peer comparison ap- 
proach probably simulates most closely 
our  own natural  process  of judging 

o thers .  B e c a u s e  of i t s  s i m p l e  a n d  
natural base, it is fairly widely used in 
organizations where small groups of 
employees are being evaluated. 

Three approaches to ranking or peer 
comparison are  used-simple overall 
ranking.  a l te rna t ive  ranking ,  a n d  
paired comparison.  For  t h e  overal l  
ranking, raters simply list employees in  
order, based on their evaluation of per- 
formance. In alternative ranking, raters 
take the best performer and worst per- 
former and list them accordingly. They 
then take the next best and worst and 
list them, until all employees have been 
listed. The paired comparison involves 
comparing two employees. Then  two 
more employees a r e  compared unt i l  
each employee has been compared with 
every other employee. Employees a re  
then ranked on the basis of the results 
of these comparisons. 

Ranking techniques a re  especially 
useful when appraisals become a basis 
for personnel actions-for example, 
when trying to determine which em- 
ployee would best fill a supervisory pos- 
i t ion.  T h e  re l iab i l i ty  of s u c h  
rankings-especial ly  when severa l  
supervisors are involved-is very good. 

Ranking techniques, however, have 
some significant limitations. One em- 
ployee could have much the perform- 
ance level as  another. They rank one 
and two. A third employee’s perform- 
ance level could be significantly below 
one and two, but he  would rank third, 
and the  discrepancy in performance 
would not be apparent. 

Another problem is the lack of data 
for use in counseling. Since the ranking 
technique is  usually concerned only 
with overall performance, its use for 
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developmental counseling is  impossi- instead of merely judging their  
ble. In combination with some other performance. 
form of nondiscriminating appraisal  --Supervisors evaluate their subor- 
t e c h n i q u e ,  however ,  ranking  tech-  dinates’ progress several times a 
niques may be helpful. year ,  comment ing  on  accom-  

The same problem that has plagued plishments and failures but not on 
all of the previous techniques also has personal traits. 
an impact on the ranking technique-it 
is based  on  s u b j e c t i v e  judgments .  
Without specific standards for perform- 
a n c e  a n d  objec t ive  m e a s u r e s  for 
eva lua t ing  employee  per formance  
against those standards, the results of 
the appraisal technique will have lim- 
ited value and little acceptance among 
subordinates and supervisors. 

Management by Objectives 

To satisfy many of the problems de- 
scribed in the preceding appraisal sys- 
tems, a relatively new appraisal ap- 
proach has been developed. This new 
approach has  been called by a variety 
of titles: “management by objectives,” 
“programmed management,” “manage- 
ment by results,’‘ etc. Essentially. all of 
these systems are based on the same 
approach-judging employees on the 
basis of their performance measured by 
specific quantifiable and qualifiable 
targets or objectives. 

This system has four basic steps: 

-Subordinates  a n d  superv isors  
jointly set objectives for short- 
range  a n d  long-range accom-  
plishments. 

-Subordinates  a n d  superv isors  
agree on specific criteria for meas- 
urement and specific short-range 
targets . 

-Supervisors try to help subordi- 
nates accomplish their objectives 

The joint setting of goals and meas- 
ures prods or helps supervisors to ob- 
serve specific areas of performance. In 
addi t ion ,  t h e  a p p r a i s a l  a l lows t h e  
supervisor to be  more of a coach or 
counse lor ,  he lp ing  t h e  subord ina te  
rather than judging him. This also re- 
sults in a more motivational work envi- 
ronment for employees. 

While the strengths of management 
by verifiable objectives are obvious, the 
sys tem a lso  h a s  s o m e  weaknesses .  
Many of the failures are the result of 
poor implementation but others are in- 
herent. 

First, verifiable objectives are hard 
to set. Many programs are never suc- 
cessful because management is unable 
to refine i ts  objectives into specific 
goals. General i t ies ,  s u c h  a s  “make  
more effective,” “improve,” ‘*increase,” 
“simplify,” or “speed up,” d o  not pro- 
vide verifiable objectives. For each ob- 
jective, the  goals should s ta te  “how 
much” or “how well.” Care must also 
be taken to assure future goals are  not 
sacrificed for short-range goals. 

If set t ing specific object ives  is  a 
problem, finding criteria to measure 
those objectives is even more difficult. 
Many quantifiable measures have been 
used to evaluate performance, but those 
measures sometimes do not really show 
performance. Another problem is  the 
overemphasis  on meet ing quantified 
goa ls  a n d  ignoring o t h e r  respon-  
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sibi l i t ies .  T h e  tendency to overlook 
staff development, for example, exists 
in many programs. To overcome these 
problems, management-by-objectives 
programs should be  broadened to in- 
c l u d e  four  a r e a s :  r o u t i n e  dut ies ;  
emergency and problem-solving duties; 
goals for creating new methods, prod- 
ucts, etc.; and staff development goals, 
such  as development of managerial, 
technical, and professional skills. 

Narrowing the Gap Using Basic 
Behavioral Science Techniques 

As we have seen from the preceding 
discussion, major problems exist with 
most of the performance appraisal sys- 
tems current ly  being used. Some of 
these problems may be  the result of 
sloppy implementation. However, the 
most common one is the failure to con- 
s i d e r  proven behaviora l  s c i e n c e  
techniques when designing an appraisal 
system. 

What are  these techniques and how 
do they work? I will discuss three of 
them that are especially useful: 

-Establishment of “target” behavior 
and measures for providing mean- 
ingful feedback on progress. 

-Use of “building on strengths” to 
aid staff members in growth and 
development. 

-Use of reinforcers to support the 
credibility of the appraisal system. 

Establishment of “Target” Behavior 
and Measure of Progress 

In each of the appraisal systems dis- 
cussed above, the need for specific, 
measurable performance standards w a s  

a constant problem. Most of the sys- 
tems, however, seem more concerned 
with quantifying the subjective judg- 
ment of the supervisor or in spreading 
the subjective judgment among a group 
or forcing it on the subordinate. Even in 
discussions of management by objec- 
tives, the question remains, “What are 
performance s tandards  and how a r e  
they determined?” 

A performance standard is an agree- 
ment, ahead of time, between a n  em- 
ployee and his supervisor, as to how the 
employee will know when he/she is per- 
forming  acceptab ly .  T h e  fol lowing 
criteria for goals or standards should be 
considered: 

-Goals should be measurable. 
-Goals should be acceptable to all 

involved. 
-Goals should  re la te  to specif ic  

tasks. 
-Goals should be  put into priorities 

if there is more than one. 
-Goals should be realistic. 
-Goals should relate to other goals 

of the organization. 

Making goals or standards measura- 
ble has long been a major “bugaboo.” 
To shed some light on setting perform- 
ance standards, the following four steps 
have been set out. 

1 .  To set s tandards for individual 
performance, supervisors and subordi- 
nates must agree on what is expected of 
each employee. A good technique for 
doing this is to list goods and services 
re la ted  to t h e  spec i f ic  job .  T h e n  
analyze those goods and services to de- 
termine what specific activities are  in- 
volved in providing them. 
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2. The next step is to determine the 
impact of specific activities or tasks on 
the end products identified above. Each 
activity should be  analyzed to deter- 
mine the relative importance of specific 
behavior or tasks called for in the activ- 
ity being evaluated. The result should 
be a clear definition, in general terms. 
of what is expected. 

3. Now that we know what tasks are 
relevant to the overall performance, we 
can define specific performance stand- 
ards. This  is  done  by defining why 
some goods or services were of high 
quality or were done well. When the 
elements of success have been deter- 
mined, they should be weighted accord- 
ing to their importance to the successful 
completion of the task. 

4. The final s tep is to determine hou 
well or how much of each element must 
be  done. These measures of success 
must then be defined in measurable 
quantities. The end results are approx- 
imations of success. 

Through the above procedures, we 
c a n  def ine  t h e  specif ic  measurable  
"target" behavior to be used as the 
standards for appraising the perform- 
ance of employees. While the process 
discussed above seems laborious, once 
established i t  provides a reliable basis 
for making personnel decisions, coun- 
seling and coaching employees, and de- 
termining organizational needs. In addi- 
tion, employee awareness of "target" 
behavior can serve to motivate employ- 
ees. 

It must be remembered that, realis- 
tically, these standards are the result of 
successive approximations and must 
continually be  evaluated for validity. 

Building on Strengths 

One of the prime purposes of per- 
formance appraisals is to motivate em- 
ployees by giving them feedback on 
how they are doing. Unfortunately, most 
performance appra isa l  systems em-  
phasize what employees have not done 
rather than what they have done. 

Two problems a r e  caused  by em- 
phasizing the weaknesses or negative 
aspects of performance: 

1. The emphasis is placed on how 
far away from the goal the employee 
is. Emphasizing how much needs to 
be done can quickly go from being a 
challenge to looking like it would be 
too much effort. Emphasizing prog- 
ress and good performance provides 
much better motivation. 
2. There is a greater likelihood that 
the supervisor will overlook strengths 
in the employee's performance if the 
supervisor is focusing on weakness. 
There is usually more than one way 
to d o  things, and there  is always 
more than one way to descr ibe or 
think of the performance. The super- 
visor who looks for weaknesses tends 
to fix upon a particular way of per- 
forming. If the employee does not do 
i t  that hay,  a weakness is identified. 
On the other hand, when looking for 
s t rengths ,  t h e  supervisor  is  more 
likely to find a w a y  of performing 
which is similar to what the employee 
is doing. 

What do you d o  if you cannot find 
any strengths to build on? Keep look- 
ing! If you search long enough, you can 
find something. If you cannot find a 
strength. look for performance which is 
not as  bad as usual. By providing sin- 
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cere, positive feedback on the perform- 
ance, you will reinforce the better per- 
formance, causing the employee to be  
motivated to improve. 

Use of Reinforcers 

Another important function of per- 
formance appraisal systems is to pro- 
vide a basis for personnel decisions- 
promotions, transfers, merit increases, 
dismissals, etc. Much recent discussion 
seems aimed at separating this function 
from the employee development func- 
tion. To do so would separate the actual 
appraisal process from the reinforcers 
which lend credibility to the appraisal 
system. Instead, we should be looking 
for ways to create a closer association 
between the performance appraisal and 
the reinforcers available to manage- 
ment. 

If an employee’s performance meets 
the supervisor’s expectations, then the 
employee should be rewarded. On the 
other hand, if the employee’s perform- 
ance does not meet the supervisor’s ex- 
pectations, the employee should not be 
rewarded. The appralsal process breaks 
down if the employee’s performance 
does not influence his rewards. 

Thirteen steps are suggested for im- 
proving performance through the use of 
reinforcers. These steps should be in- 
tegrated into the marrow of every ap- 
praisal system: 

-Advantages of good performance 
must outweigh the disadvantages 
of good performance or the advan- 
tages of poor performance. 

-There should be  short-term and 
long-term feedback on the quantity 

and quality of performance im- 
provement. 

-There should be frequent informal 
recognition of performance im- 
provement. 

-There should be  occasional formal 
recognition of performance im- 
provement. 

-There should be clearly specified 
s tandards  and/or  goals for per-  
formance improvement. 

-Performance improvement should 
be related closely and simply to 
advancement. 

-Rewards for improvement should 
be rewards from the point of view 
of the person whose performance is  
being appraised. 

-Improvements sought should b e  
the smallest  improvements  that  
will eliminate differences between 
desired performance and the em- 
ployee’s performance. 

-Desired improvements should be  
built upon existing performance 
strengths. 

-Minimum acceptable improvement 
criteria should be  specified, as 
well as the consequences of not 
improving when in “improve or 
else” situations. 

-The cause or causes of poor per- 
formance should  be ident i f ied,  
whether  t h e  c a u s e  is l a c k  of 
knowledge, skill, opportunity, in- 
centive, or capacity. 

-For long-term improvements ,  
short- term improvement  goa ls  
should be specified. 

-Once improvement is  achieved, 
provisions should be made to as- 
sure continued performance at the 
desired level. 
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With these steps as  its foundation, a n  
appraisal system will have the credibil- 
ity needed to insure its enthusiastic 
support. 

Conclusion 

We have discussed (1)  some of the 
gaps between the theory and practice of 
various performance appraisal systems 

and (2) the application of basic be- 
havioral science techniques in narrow- 
ing these gaps. Using these techniques 
c a n  def in i te ly  h e l p  improve t h e  
appraisal process. However, we have 
only scratched the surface in applying 
behavioral  sc ience  to  management .  
Hopefully, more attempts will be  made 
to relate behavioral science not only to 
appraisals but to other areas, such as 
training and, manpower planning. 

Equal Opportunity 

Justice Louis Brandeis once said, “Experience should teach u s  to be most 
on our guard tu protect liberty when the government’s purposes a re  benefi- 
cient. The greatest dangers to liberty lurk in insidious encroachment by men 
of zeal, well-meaning but without understanding.’‘ 

Those fiords hit the mark. Those “without understanding” interpret equal 
opportunity in a narrow, egalitarian sense. They are  hypnotized by the game 
of numbers. 

This is  egalitarian tyranny, not equal opportunity. Equal opportunity 
means the right tu compete equally for the rewards of excellence, not share in 
its fruits regardless of personal effort. 

Casper W .  Weinberger 
Secretary of Health, Education, 

Before Commonwealth Club of 
and U elfarr  

San Francisco, July 21, 1975 
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The Certificate in 
Management Accounting 

The author discusses a professional certification which may 
closely relate to the knowledge and needs of many GAO staff 
members, particularly management auditors. 

For many years the status of a cer- 
tified public accountant has been a n  
important symbol of professional de-  
velopment in GAO, coupled, of course, 
with continued education and activity 
in professional organizations. This has 
been somewhat of an enigma to GAO 
auditors with specialties far removed 
from public accounting-specialties not 
yet encompassed by any one profes- 
sional certification. Recognizing this 
void, GAO has encouraged its staff 
members to pursue their professional 
interests in a variety of ways-a policy 
which allowed me to sit for the certifi- 
cate in management accounting (CMA) 
in 1973. 

I chose the CMA for several reasons. 
When I joined GAO in 1968, I had a 
management-oriented background that 
included little basic accounting. The 
CPA examination didn’t seem a viable 
alternative for me because it was more 

specialized than my background, and I 
needed quite a bit more accounting to 
even meet my State’s prerequisites to 
sit for the examination. An audit man- 
ager in the Chicago regional office, who 
is a CPA, pointed out the close rela- 
t iui iship uf t h c  CMA tu GAO wurk, and 
suggested that I consider sitting for that 
examination. 

M y  react ion to the  exper ience?  I 
found the CMA more closely related to 
my GAO responsibilities than any other 
certification program because the skills 
and knowledge I use in GAO fieldwork 
and reporting met program require-  
ments. T u  be sure, differences existed, 
centering around private versus public 
management accounting. Management 
account ing ,  though,  is c o n c e r n e d  
largely with how well an organization 
has met management’s goals-a very 
close parallel to GAO’s effectiveness, 
efficiency and economy audits. 

Mr. Adamsons is a supervisory management analyst who recently transferred to the Far East 
Branch from the Chicago regional office. A graduate of the University of Minnesota in 
economics and political science, he joined GAO in 1968, passed the certificate in management 
accounting examination in December 1974, and received a superior performance cash award in 
1975. 
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What Is the CMA Program? 

The CMA is awarded by the Institute 
of Management Accounting of the Na- 
tional Association of Accountants. To 
sit for the examination, an applicant 
must either 

-hold a baccalaureate degree in any 
area, 

-achieve a satisfactory score on 
either the graduate record examin- 
a t ion or  t h e  admission tes t  for 
graduate study in  business, or 

-be a certified public accountant or 
hold comparable professional qual- 
ification outside the United States. 

The certificate is awarded to candi- 
da tes  who pass  a l l  five par ts  of the  
2-1/2-day examination and meet profes- 
sional experience requirements. The  
examination is offered annually in June 
and was held in 2 7  locations in 1975. 
You may sit for two or more parts at a 
time, but must pass all five parts within 
a 3-year period. The five parts are  a s  
follows, with a fee of $30 for each part 
attempted. 

1. Economics and business finance 
A. Enterprise economics 
B. Inst i tut ional  environment of 
business 
C. National  a n d  in te rna t iona l  
economics 
D. Working capital management 
E. Long-term finance and capital 
structure 

2. Organization and behavior, in- 
cluding ethical considerations 
A. Organization theory and deci- 
sion making 
B. Motivation and perception 
C. Communication 
D. Behavioral science application 

in accounting 
E. Ethical considerations 

Public reporting standards, audit- 
ing and taxes 
A.  Reporting requirements 
B. Audit protection 
C. Tax accounting (corporate) 

Periodic reporting for internal and 
external purposes 
A. Concepts of information 
B. Basic financial statements 
C. Profit planning and budgetary 
controls 
D. Standard costs for manufactur- 
ing 
E. Analys is  of a c c o u n t s  a n d  
statements 

Decision analysis, including mod- 
eling and information systems 
A. Fundamentals of the decision 
process 
B. Decision. analysis 
C. Nature  a n d  t e c h n i q u e s  of 
model building 
D. Information systems and data 
processing 

Several articles in Management Ac- 
counting have analyzed the content and 
results of prior examinations in some 
detail; actual questions and unofficial 
answers are also available. The exam- 
ination is oriented more to management 
a c c o u n t i n g  t h a n  to  s u c h  a r e a s  as 
economics or decision analysis. How- 
ever, questions are sufficiently man- 
agement oriented to require no detailed 
knowledge of accounting practice. 

T h e  out l ine shows several  topics  
which are almost exclusively private- 
sec tor  or iented,  s u c h  a s  en terpr i se  
economics, tax accounting, and profit 
planning. Other topics, which can in- 
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clude public-sector emphasis (such as 
analysis of accounts and statements), 
are heavily business oriented and only 
per iphera l ly  re la ted  to  GAO work. 
Overall,  however, the CMA examin- 
ation seems relevant to our work, espe- 
cially when you consider topics such as  
decision analysis, model building, and 
information systems-topics which  
need more emphasis in the public sec- 
tor. 

What Preparation Is Needed? 

the CPA examination, and their obser- 
vations should apply to the CMA as 
well. 

T h e  Ins t i tu te  provides  a recom- 
mended reading list which inc ludes  
several primary sources for each part of 
the examination and  numerous sec-  
ondary sources. The primary references 
are readily available. Although examin- 
ation questions are not necessarily lim- 
ited to the contents of books on the list, 
Dr. James Bulloch, Director of the In- 
stitute, said a thorough understanding 
of the topics covered by the books listed Observers believe successful comple- 
as primary sources should result in suc- tion of the program demonstrates a level 
cess on the examination. He also rec- of c o m p e t e n c e  e x p e c t e d  from a 
ommended being aware of recent de- bachelor’s degree in business with em- 
velopments through current periodicals phasis in  management accounting. Ac- 

cording to the Institute, 48 percent of such as Management Accounting. Man- 
agement Adviser, The Financial Execu- the program candidates in 1972 and 
tive. Journal of Accountancy, Business 1973 reported advanced degrees, and 
Week, or the Wall Street Journal. 47 p e r c e n t  h a d  comple ted  under -  

Since the examination is not easy, graduate study. 
Although I had taken related apprehension about passing it is nor- 

courses, such  a s  information systems mal, but I‘d like to emphasize that GAO 
and public-sector economics, within a experience and training formed the bulk 

year of taking the examination, GAO of my background as  a CMA candidate. 
experience and training formed the bulk In other words, the examination deals 
of my background as a CMA candidate. w-ith the real world and as such can be 
I passed four parts in my first attempt tackled successfully by the working 
but was too weak in corporate tax ac- auditor-you need not be an academi- 
counting to pass the fifth. Independent cian to pass. Institute records show that 
study and a fortuitously timed assign- candidates 
merit on an Internal Revenue Service years 

a n  average of 8 
since their last degree- 

audit helped me pass the last part the 
following year. After the Certificate- 

Schools  now offer CMA review What Then? 
courses, but I cannot personally com- 
ment on their value. Other GAO Review 
articles’ have discussed preparing for 

The Institute requires certificate hol- 
d e r s  to main ta in  the i r  professional  
competence by averaging 30 hours a 

%year period after passing the examin- 
ation. This can involve college courses, 

Jeffrey C. Steinhoff, “Preparing For and Tak- Y e a r  Of Professional i n  each 
ing the CPA Examination,’’ The GAO R ~ ~ ~ ,  
Winter 1975. 
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seminars ,  workshops,  or t e c h n i c a l  
meetings under the direction of an in- 
structor. Published technical articles or 
major technical talks given for the first 
time also may be eligible for hours of 
study credit. Study can be in any com- 
b ina t ion ,  except  that  employer -  
sponsored t ra ining may fulfill only 
one-half of each 3-year requirement. 

The fact that the Institute doesn’t just 
encourage,  but requires ,  cont inuing 
education is to me a strong point of the 
program. The requirement seems im- 
posing at  first but isn’t that hard to 
meet. A 3-credit college course for a 
semes ter  (about  45 hours )  a n d  two 
3-day seminars (24 hours each)  could 
fulfill continuing education require- 
ments for 3 years. The problem does 
become greater with increased tenure in 
a n  organizat ion b e c a u s e  office- 
sponsored training tapers off at higher 
grades, necessitating more individual 
effort to seek  out educat ion oppor- 
tunities. 

More information about continuing 
education requirements, or any other 
aspect of the CMA program, can be ob- 
tained from the Institute of Management 
Accounting, City Center Building, ,4nn 
Arbor, Michigan 48108. 

What Is the Impact 
of the CMA Progam? 

The CMA program is relatively new, 
and I have seen no firm indications of 
its full acceptance. However, according 
to the Institute, 410 candidates sat for 
the examination in 1972, 534 in 1973, 
633 in  1974, and 725 in 1975. Not in- 
cluding 1 9 7 5  results, 297  candiates  
have passed all five parts of the exam- 
ination. The Institute reports that one of 
the “Big 8” accounting firms sent a 

memorandum ”recommending the cer- 
tificate and knowledge background re- 
quired to obtain i t  for CPA’s engaged in 
management consulting.” The Institute 
also notes favorable reactions from cor- 
porate leaders.2 

The Institute could be more aggres- 
sive in gaining general acceptance of 
the CMA outside its own circle. The 
Civil Service Commission, for example, 
allows specific point credits for holders 
of the certified public accountant and 
certified internal auditor certificates for 
Federa l  employment .  S u c h  specif ic  
c red i t  is  not yet  provided for  t h e  
CMA, apparently because the Institute 
had not, until advised of the problem, 
taken action to provide for it. The issue 
of credit might be academic in some 
cases because the CMA could be rec- 
ognized for credit under a different cat- 
egory, but I think more effort a t  spread- 
ing the uord to all parts of business and 
governmental communities is called for. 

I cannot predict the program’s impact 
on G A 0  staff professional development 
or on the management accounting pro- 
fession for which the program w a s  de- 
signed. It has excellent potential, how- 
ever, because it complements rather 
than competes with other certifications, 
each with its defined body of knowl- 
edge. 

The program offers additional means 
for management auditors in GAO to 
show a professional level of competence 
in their chosen field. Since the program 
is broad-based and does not duplicate 
CPA program objectives, it can be val- 
uable to GAO auditors even if they al- 
ready are certified public accountants. 

“Certificate in Management Accounting,” 
.k‘anagement .4ccounting, July 1974. 
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The pot 

The following items from past issues of The Watchdog, the 
monthly newspaper of the GAO Employees Association, Carl C .  
Berger, editor, are republished for  the benej2 of GAO’s present 
staff. 

H. Kensky Is 
Assistant Regional Manager 

Fasick Will Be 
Assistant Director, DAAD 

Joseph Campbell, Comptroller Gen- 
eral, has announced the designation of 
Harry C. Kensky as assistant regional 
manager, Phi  lad el p h ia Office, Field 
Operations Division. 

Mr. Kensky received a B.S. degree 
in commerce from New York State Uni- 
versity in 1943 and a M.A. degree from 
Temple University in 1948. He served 
with the United States Navy as a Com- 
munications Officer during World War 
11. 

Prior to joining GAO in 1951, he was 
associated with a firm of certified pub- 
lic accountants in Philadelphia. 

In addition to assisting the regional 
manager  i n  t h e  opera t ions  of t h e  
Philadelphia regional office, Mr. Ken- 
sky’s responsibilities include the super- 
vision of audits in the Department of 
the  Navy a n d  t h e  Atomic Energy 
Commission. 

Joseph Campbell, Comptroller Gen- 
e r a l  of t h e  Uni ted  S t a t e s ,  h a s  a n -  
nounced the designation of J. Kenneth 
Fasick as assistant director of the De- 
fense Accounting and Auditing Divi- 
sion. 

Mr. Fasick attended the University of 
Maryland where he received a B.A. de- 
gree in business  administration. He 
served  with t h e  U.S. Army d u r i n g  
World War 11. 

Mr. Fasick joined the staff of GAO in 
1954. He was previously associated 
with a national firm of certified public 
accountants. He has had broad experi- 
ence with GAO in conducting account- 
ing and auditing assignments both in 
the United States  and  Europe.  Mr. 
Fasick is a certified public accountant 
in the District of Columbia. 

Mr. Fasick will have responsibility 
for audi ts  of the Military Assistance 

86 GAO ReviewlFall ‘75 



THE WATCHDOG REPORTS 

Program and other Defense-wide pro- from which he  received a B.A. degree 
grams. in  business  administration in  1950. 

Subsequent ly ,  he was employed for  
Rubin and Scantlebury 

several years in the field of public ac- Get New Posts in DAAD 
counting with the firms of Allen and 
Company, in Des Moines and Cedar 
Rapids, Iowa, and Raymond P. Myer 
and Company, Racine, Wisconsin. 

He became associated with the Office 
in  1956. Since that time he has  as- 
sumed positions of increasing responsi- 
bility, including supervision of major 
accounting and auditing assignments in 
the Department of the Navy. 

Mr. Scantlebury is a certified public 
accountant in Iowa and Wisconsin and 
is a member of the American Institute 
of Certified Public Accountants. 

As assistant director in the DAAD, 
Mr. Scantlebury will assist in the over- 
all planning and supervision of the ac- 
counting, auditing, and investigative 
work conducted by the Office in the 

Varch I Y 6 l  

Harold H .  Rubin has  been desig- 
nated as associate director of the DAAD 
according to a recent announcement by 
Comptroller Joseph Campbell. 

After attending Northwestern Univer- 
sity for a year, Mr. Rubin . . . com- 
p le ted  h i s  u n d e r g r a d u a t e  work at  
George Washington University, where 
he received the degree of bachelor of 
arts in government in 1941, with dis- 
tinction . . . . H e  received the degree 
of master of commercial science from 
Strayer College in  1942. 

Mr. Rubin is a certified public ac- 
countant in Illinois and is a member of 
the American Institute of Certified pub- 
lic Accountants. 

accounting and auditing activities of C. Kirby To Be 
GAO since joining the Office in 1936. Assistant Director, DAAD 
H e  served as  manager of the St. Paul 
and Dayton regional offices during 1951 
to 1955 before being appointed an as- Joseph Campbell, Comptroller Gen- 
sistant director, DAAD. eral, recently announced the designa- 

As associate director of the DAAD, tion of Charles W. Kirby as assistant 
Mr. Rubin will have responsibility for director of the DAAD. 
direction of examinations into activities Mr. Kirby was employed by GAO in 
of the Department of Defense, including 1937. Since that time he has progressed 
reviews of operations of contractors en- steadily to reach his present position. 
gaged in  performance of work under After entering Government service, he  
negotiated contracts of the Departments a t t e n d e d  Columbus  University Law 
of the Army, Navy, and Air Force. School and the Department of Agricul- 

He has had broad experience in the Navy Department. 

March lY6l 

Mr. Campbell also announced the ture Graduate Accounting School. 
designation of Donald L. Scantlebury as He has had broad experience in most 
assistant director of the DAAD. of the major activities of GAO, particu- 

Scant lebury . . . a t tended  larly in the areas involving accounting 
Antioch College, Yellow Springs, Ohio, and auditing. In addition to his  as- 

Mr. 
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s ignments  i n  Washington,  h e  h a s  L-R- Kirvan IS 

served tours of duty in GAO field of- Assistant Directory OSM 

fices in  Atlanta, Cleveland, Denver, June l Y 6 l  

and St. Louis. 
AS assistant director of the DAAD, Joseph Campbell. Comptroller Gen- 

Mr. Kirby will assist the Director in the eral, recently announced the designa- 
overall planning and supervision of the tion of Lawrence R. Kirvan a s  Assistant 
accounting, auditing and investigative Director ,  Off ice  of Staff Manage-  
work conducted by the Office in  the ment * . . . 
Departnlent of Defense, including the Mr. Kirvan received a Ph.D. degree 
Departnlents of the Army, Navy, and from Boston College in economics and 
Air Force and their contractors. accounting and continued his education 

at Catholic University where he com- 
Lloyd G. Smith To Be Director pleted his master's degree in public 

administration. H e  then attended Co- of European Branch 

lurnbus University and obtained his Ll.b 
degree. Prior to entering the GAO, he  

Joseph Comptroller Gen- w a s  employed by the Federal Bureau of 
eral, has announced the designation of Investigation as a special agent. 
Lloyd G. Smith as director of the Euro- Starting with GAO in 1951, M ~ .  ~ i ~ -  

van w a s  assistant chief, Office of Inves- 
in Paris. Mr. Smith will succeed Robert tigations, supervising auditing and in- 

complete a 2-Year vestigative assignments before being 
tour as director in September 1961. assigned in 1957 to the Office of Staff 

Mr. Smith is now manager Of t he  Management. His  new responsibilities 
Frankfurt Field Station in Germany. He as assistant director, Office of staff 
joined GAo in 1953, and prior to his Management, will include the recruit- 
assignment to Frankfurt served in the ing, assignment, training, and profes- 
Los Angeles regional office. sional development of the staff of ac- 

aviator from countants. auditors, and investigators of 
1941 to 1 9 4 5 ,  and  h a s  had several the Office. 
years' experience with Ira N. Frisbee &. 
Co., Certified Public Accountants, of V.L. Lowe TO Be 
Beverly Hills, Calif. Prior to coming 

troller for a camera manufacturer and a 
motion picture production company. 

Mr. Smith is an honor graduate of the 
University of California with the degree 
of bachelor of science in accounting. 
He is a certified public accountant in 
California and a member of the Ameri- 
can  Institute of Certified Public Ac- 
countants. 

\Id, 15161 

Pean Branch of GAO with headquarters 

F* Brandt, who 

He served as a 

Assistant Director, CAAD 

with the Office he also served as Con- Jul\ I Y b l  

Victor L. Lowe has been designated 
as assistant director of the CAAD by 
Joseph Campbell, Comptroller General. 
Mr. Lowe will be in charge of account- 
ing and auditing work in the Interna- 
tional operations area . . . . 

Mr. Lowe received his B.B.A. degree 
from the University of Georgia in 1949. 
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He served in the United States Navy 
from June 1945 to August 1946. He is 
a certified public accountant in  the 
State of Georgia. 

member of the American Institute of 
Certified Public Accountants. 

Prior to joining the staff of GAO in 
September of 1952, he was associated 
as a staff member with two public ac- 
counting firms in Chicago, Illinois. 
since joining the Office, Mr. Stepnick 
has assumed positions of increasing re- 
sponsibility in audits at the Treasury 
Depar tment ,  Genera l  Serv ices  Ad- 
ministration. and HEW. 

He joined the staff of GAO as a GS-5 
trainee accountant on July 5. 1949, and 
his entire professional experience has 
been with the Office. H e  has been as- 
signed to audits, among others, of the 
Tennessee Valley Authority and De- 
partment of Agriculture, and diversified 
activities as  staff assistant on the Pro- 
gram and Review Staff in the Office of 
the Director, Civil Accounting and Au- 
diting Division. 

R. Hal[ T~ B~ 
Assistant Director, D U D  

\upu-.I lY6l 

He was a participant in the Manage- 
ment Development Program of Harvard Robert B. Hall, Jr-9 has been des&- 
University in 1960. Upon his return to nated assis tant  d i rec tor  of Defense 
the Office he was made responsible for .k&A Division, according to a recent 
the Office's work at the State Depart- announcement by the Comptroller Gen- 
ment ,  Development  Loan F u n d ,  eral, Joseph Campbell. He will be in 
Export-Import Bank of Washington, and charge of work relating to the review of 
the United States Information Agency. contractors' operations under negotiated 

defense contracts with the Federal Gov- 
ernment. 

Mr. Hall received a B.S. degree in 
account ing  from t h e  Universi ty  of 
Louisville in 1952. H e  served in the 
U.S. Army Air Corps from June 1943 to 
June 1946. He is a certified public ac- 
countant in the State of Kentucky and is 
a member of the AICPA and the D.C. 
Institute of CPAs. 

E. Stepnick Is 
Assistant Director, CAAD 

Jul, IVtxI 

Joseph Campbell, Comptroller Gen- 
era1 of the United States, recently an- 
nounced the designation of Edw-ard W. 
Stepnick as assistant director of the 
CAAD, in  charge of the auditing. ac- 
counting. and investigative activities at 
the Department of Health, Education 
and Welfare. 

He joined GAO in August 1954 and 
was assigned to the  Kansas City re- 
gional office. He assumed positions of 
increasing responsibility and in July of 
1956 u a s  ass igned  to t h e  Defense  
Group of GAO's Defense A 8i A Divi- 
sion in Washington, where he is making 
a major contribution in the review and 

Mr. Stepnick received his B.S.C. de- 
gree from Rooaevelt College in Chicago 
in 1950. He served in the U.S. Army 
from November 1945 to D e c e m b e r  
1946. He is a certified public account- 
ant in the State of Illinois, and is a direction of defense contract audits. 
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R. Drakert Regional Manager 
in New York 

the Advanced Management Program at  
Harvard University Graduate School of 

5 r p r m b r r  1Y61 Business Administration. 

Joseph Campbell, Comptroller Gen- 
eral, announced recently that Robert 
Drakert has resumed the position of re- 
gional manager of the New York re- 
gional office, after serving two years as  
assistant director of the Paris European 
Branch. 

Hyman L. Krieger, recent regional 
manager, will attend the 40th Session of 

Mr. Drakert attended New York Uni- 
versity and the College of the City of 
New York, and is a certified public ac- 
countant in the State of New York. Prior 
to his coming with GAO in November 
1951, Mr. Drakert had diversified ex- 
perience as a professional accountant in  
both publ ic  account ing and  pr ivate  
business. 
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Honorary Degrees for 
Comptrollers General 

Elmer B . Staats, Comptroller Gener- 
al, received an honorary degree of Doc- 
tor of Laws from Duke University on 
May 11, 1975. The degree w a s  pre- 
sented by Dr. Terry Sanford, President 
of the University and former Governor 
of North Carolina. 

Joseph Campbell, former Comptroller 
General of the United States (1954- 
19651, was awarded a n  honorary Doctor 
of Science degree by Georgetown Uni- 
versity on May 24, 1975. In referring to 
Mr. Campbell’s service as  Comptroller 
General, the citation read: 

During this time in government service he was 
credited with having the capacity and courage 
to exercise the fullest powers of his office and 
yet remain firm in the belief that the Comptrol- 
ler General must always be the taxpayer’s tire- 
less friend. 

Latin American Branch 
Established 

GAO h a s  e s t a b l i s h e d  a Lat in  
American Branch  i n  P a n a m a  City,  
Panama, with operations beginning in 
July 1975. George L .  DeMarco has been 
designated director and will be respon- 
sible to the director of the International 
Division for administration and per- 
formance of the work of the branch. 

Opening  t h i s  b r a n c h  will e n a b l e  
G.40 to expand its coverage of, and 
provide continuity for, its audits of U.S. 
activities in South and Central Ameri- 
ca, Mexico, the West Indies, and the 
Caribbean area. 

Congressional Oversight 

A large part of the continuing work of 
GAO is  the audit of Federal agency 
programs and activities which results in 
findings, conclusions, and recommen- 
dations that are reported to the Con- 
gress. The Congress makes use of this 
information in various ways, including 
the exercise of its oversight function 
with respect to operations of executive 
branch agencies. 

Some interesting background on this 
function and how it will operate in the 
House of Representatives is set forth in 
a report by the House Committee on 
Government Operat ions,  cha i red  by 
Congressman Jack Brooks. The report, 
addressed to the Speaker of the House 
and dated March 14, 1975, is entitled 
”Oversight Plans of the Committees of 
the U.S. House of Representatives” 
(House Report No. 94-61). 

As une of the weights Congress can drop on 
the scale in an effort to achieve a balance be- 
tween the legislative and executive brdnches, 
oversight has assumed an increasingly impor- 
tant role in recent years This trend reflects a 
widespread concern in Congress that t he  
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growth of the Federal Establishment has out- 
stripped congressional efforts to supervise it. 
The chilling example of unchecked Federal 
power afforded by W atergate-related issues 
should, alone, provide a sufficient spur for ac- 
tion. 

But. oversight should not be seen only as  a 
club held over the executive branch. Ideally, it 
should complement executive management, 
providing clear polic\. limits within which an 
administrator is free to act. The certain knowl- 
edge that failures of administration will be 
taken into account by an alert oversight com- 
mittee should produce the efficiency of opera- 
tion that both Congress and the executive 
branch desire. 

Oversight, especially in recent years, has 
come to he viewed primarily a s  an investigative 
activity, and i t  is true investigations have 
played a significant role in helping Congress 
keep track of executive branch operations. But 
there are other ways of accomplishing the same 
end, some more suitable to the continuing 
supervision that is contemplated by the new 
oversight rules. where the goal is to improve 
efficiency, reinforce policy guidelines or re- 
duce costs, rather than to expose sume flagrant 
misdeed in the executive branch, a conference 
between committee and agency representatives 
can frequently achieve the desired result. The 
authorization and appropriation process offers 
committees a periodic opportunity to review 
the administration of many departments and 
take whatever corrective action is needed 

Oversight, in fact, is not a structured proce- 
dure in the manner of Congress legislative 
function. A continuously xatchful eye is the 
main requirement for determining whether an 
executive agency is performing as it should, 
backed by a willingness to act when it is not. 

Although practiced in a variety of ways 
throughout the history of the nation, oversight 
c a s  not formally authorized as a function of 
each standing committee until passage of the 
Legislative Reorganization Act of 1946. That 
same act revived the long defunct Committee 

asked to help fashion a system for a coodi-  
nated review of the Federal Government by all 
committees. 

The all-embracing nature of the Committee 
on Government Operations‘ oversight jurisdic- 
tion, which empowers i t  to examine “the over- 
all economy and efficiency of government op- 
erations and activities,” is underscored by the 
special oversight provisions of the Committee 
Reform Amendments of 1974. Clause 4(c) (2) 
of IUIK Y states that the committee “may at any 
time conduct investigation> of any matter with- 
out regard to * * * provisiuna * * * conferring 
jurisdiction over such matter upon another 
ztdnding committee.” 

The House rules also instruct the other 
standing committees tu include in their legisla- 
tive reports a summary of any oversight find- 
ing< and recommendations the Committee on 
Government Operations may have made under 
its broad authority to investigate all levels of 
the Government. 

By including these provisions in the rules, 
the House hds again emphasized its acceptance 
of the principle of maintaining an oversight 
committee separate and apart from the commit- 
tees that have responsibility for initiating and 
continuing legislative programs. While these 
legislative committees carry out their oversight 
responsibilities in their assigned areas, only 
the Government Operations Committee has the 
total view of the overall governmental process 
and avoids any question of lack of objectivity 
in connection with its investigations. 

GAO’s Role in 
1975 Bid Protests 

Any firm in the United States dis- 
satisfied with treatment of its bid or 
proposal on a U.S. Government contract 
may protest the circumstances to the 
U.S. General Accounting Office, which 

on Expenditures in the Executive Department 
and gave it broad powers to investigate all 
Federal agencies and departments. 

In 1952, that committee was renamed the 
Committee on Government Operations and now 
it has been given an even broader mandate and 

wil l  make an independent determina- 
tion of the facts. 

In  fiscal year 1975, GAO closed 
19093 such Protests. It rendered 539 
formal decisions on these protests, SUS- 
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taining the protester in 43 cases. These 
decisions usually lead to some change 
in the award made or proposed by the 

a “felicitous blending of remedies and 
mutual reinforcement of forums.” 

Government agency concerned. Correc- 
tive action was recommended in  98 Qualifications of 
cases. Public Accountants to Conduct 

withdrawn, many probably because of 
some remedial action on the part of the 
contracting agency; 227 protests were 
closed because they were untimely or 
for other reasons. 

GAO considers protests on any award 
by an agency of the Federal Govern- 
ment whose acts are subject to settle- 
ment by GAO. This means nearly all of 
the Federal departments and agencies. 

A firm dissatisfied with the treatment 
of its bid or proposal on a Government 
contract may file a written “protest” 
with GAO. If procurement procedure or 
contractor selection is found to deviate 
from the norms prescribed by law and 
regulation, the proposed award may be 
prevented  o r  t h e  cont rac t  a l ready  
awarded may be terminated. 

Even where the protest does not suc- 
ceed in short-circuiting the protested 
procurement, it may result in an im- 
provement in the process to prevent a 
recurrence of the problem in future pro- 
curements. 

The protester may also have his pro- 
test reviewed by a Federa l  dis t r ic t  
court. However, the court frequently 
will make known its interest in having 
GAO’s decision before deciding the  
case. In fact, the Court of Appeals for 
the District of Columbia has charac- 
terized a combination of the court’s au- 
thority to enjoin procurement action or 
contract performance and GAO’s exper- 
tise in  resolving the disputed issues as 
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The Comptroller General has  reaf- 
firmed the conclusions reached in 1970 
as  to the preferable qualifications of 
public accountants engaged to audit fi- 
nancial operations of governmental or- 
ganizations. The reaffirmation followed 
a comprehensive reevaluation of the  
position taken in 1970 made at the re- 
quest of the Senate Government Opera- 
tions Committee. 

In 1970 the Comptroller General is- 
sued two letters to the heads of Federal 
departments and agencies regarding the 
qualifications of public accountants to 
audit federally chartered, financed, or 
regulated private organizations. Those 
letters recommended that, after De- 
cember 31, 1975, only certified public 
accountants and those public account- 
an ts  l i censed  before December 31, 
1970, be engaged to make financial au- 
dits. 

The Spring 1973 issue of The GAO 
Rmiew contained a complete discussion 
of these recommendations in an article 
written by Frederic H .  Smith, former 
deputy director of the  Financial and 
General Management Studies Division. 

With the publication in 1972 by the 
Comptroller General of “Standards for 
Audit of Governmental Organizations, 
Programs, Activities & Funct ions,”  
which included this policy, its applica- 
tion was considerably broadened. 

T h e  reaff i rmat ion l e t t e r  was a d -  
d r e s s e d  to  S e n a t o r  A b r a h a m  A .  
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Ribicoff, Chairman of the Senate Gov- 
e r n m e n t  Opera t ions  Commit tee  (B- 
148144, May 28, 1975). 

Some excerpts: 
* * * * *  

In making our recommendation on this mat- 
ter, we were not unmindful that we are not 
specifically authorized to prescribe the profes- 
sional qualifications for public accountants to 
do government work and that our recommenda- 
tion *as only advisory. The standards in our 
recommended policy become mandatory onl) 
when prescribed bv a statute or incorporated in 

agency regulations, and then only if  Federal 
funds a re  involved. However, we recognize 
that our recommendation is influential. 

a * * . % *  

THE ISSUE 

The field of public accounting services is a 
broad one. Public accountants often provide 
bookkeeping services, assistance in income tax 
matters and expert accounting services, as  well 
as perform audits that lead to rendering opinions 
on financial statements. 

Our recommendation relates only to the lat- 
ter; that is, the function of auditing financial 
accounts and transactions and expressing an 
opinion on whether an organization's financial 
statements fairly present its financial condition 
as  of a given date and the results of its opera- 
tions for an accounting period ended on that 
date in accordance with generally accepted ac- 
counting principles consistently applied or 
with other specified accounting principles 
applicable to the organization. Nothing in our 
recommendation would prohibit unlicensed or 
noncertified accountants from providing book- 
keeping services, expert accounting services, 
or other services not requiring a financial audit 
leading to an opinion on financial statements, 
or from serving a s  employees of qualified pub- 
lic accountants who assume responsibility for 
opinions on financial statements, if the laws of 
their States permit them to do so. 

The audit standards that we issued in 1972 
provide not only for financial audits but also 
for audit work assessing whether desired re- 
sults are attained under government programs 
and whether funds are  used efficiently and 

economically. There is no profession which is, 
bv statute, specifically authorized to, or pre- 
cluded from, performing audits of efficiency 
and  economy of operat ions or evaluat ing 
s*hether desired results have been achieved by 
governmental programs. Accordingly. noncer- 
tified accountants and CPAs alike may do  
such work, if otherwise qualified or capable. 

Therefore there are many areas of accountmg 
and auditing in which accountants may render 
aerrice to governmental clients. Our recom- 
mended policy applies to only one area- 
rendering opinions on financial statements. 
These opinions h a w  .perla1 importance be- 
cause third parties rely on the professional 
opinions in making investments, such as  pur- 
chasing municipal bonds, and for other impor- 
tant financial decisions. The practice of estab- 
lishing standards for those who perform this 
srrvice is analogous to what States require in 
other professions, such as law. medicine, and 
nursing. The ultimate purpose of such profes- 
sional htandards is to protect the interest of the 
public who uses those services. 

B.4SES FOR OUR CONCLUSIONS 

Few will dispute that governmental financial 
statements include many complex and compli- 
cated accounting transactions.  I t  follows, 
therefore, that the highest type of skills are 
needed to audit and give opinions on these 
statement-. To be sure that those who under- 
take such work possess such skills requires 
establishing criteria to measure competence. 

* * * * *  
Because of these divergent State require- 

ments, the question is how the Federal Gov- 
ernment can assure itself that those engaged to 
give opinions on financial statements possess 
the required skills. We believe that, to the 
maximum extent practicable. the Federal Gov- 
ernment should rely on the standards and qual- 
ifications established by the individual State 
governments. However, for public accountants 
other than certified public accountants, there 
are no uniform requirements and no effective 
regulation in some States. For CPAs there is a 
uniform examination. a major portion of which 
is designed specifically to test the candidates' 
dbilit? in precisely that area of accounting 
practice. 
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CONCLUSION 

We believe it is in the Government's interest 
that our recommendation remain unchanged. 
We believe also that, when the Government 
engages public accountants, it needs the best 
qualified ones it can get. It is clearly far less 
costly to the Federal Government to rely on the 
State-sponsored CPA examination as  a means 
of testing competence to give opinions on fi- 
nancial statements than it would be for us or 
for an? other Federal agency to administer a 
separate test. Nu other existing test seems as 
Bell suited to this purpose as  the CPA examin- 
ation. 

Public accountants who do not meet the 
qualifications we recommend may do many 

from the  case  on June  11 when t h e  
court determined that adequate relief 
could be obtained from the remaining 
defendants. 

The August 20 order will not lead to 
an immediate resumption of the section 
235 Mortgage Ass is tance  Program, 
since the order's purpose is to prevent 
lapse of the budget authority pending 
f ina l  resolut ion of t h e  case on  t h e  
merits. 

Further action in the case may come 
in October, when the Court is  expected 
to rule on a pending motion by the Jus- 

other types of governmental accounting work. 
including, but not limited to, audits of effi- 
ciency and economy of operations, audits of 
effectiveness, and accounting systems design 

tice Department, representing the de- 
fendants, to dismiss the case on the 

work. Act uncons t i tu t iona l ly  permi ts  t h e  
Comptroller General to sue  the execu- 

Court Orders OMB and HUD tive branch. 
to Show Housing Contract GAO at torneys,  represent ing  t h e  
Authority as Obligated Comptroller General, have filed a for- 

mal opposition to the motion to dismiss On August 20,  1975, United States 
on the grounds that for purposes of a Distr ic t  Judge  J u n e  Green  ordered  
suit under the act (1) the Comptroller is James T. Lynn, Director of OMB, and 
an independent officer of the United Carla Hills, HUD Secretary, to record 
States who constitutionally may and his- the  obligation of pre-July 1, 1 9 7 4 ,  
torically has performed both legislative budget authority under section 235 of 
and executive functions and (2 )  if the the National Housing Act. The order 
Court determines that the Comptroller was issued in response to a motion by 

Comptroller General Elmer B .  Staats, is a legislative officer under the act, his 
who is the plaintiff in the first lawsuit instituting this lawsuit is  not violative 

trol of 1974. T~~ suit  was constitutional doctrine. Thus the suit is  
menced on ~~~~l 15, 1975, in the Dis- not one between the Congress and the 
trict court for the ~ i ~ ~ ~ i ~ ~  of columbia, President as Justice argues, but is justi- 

ants to obligate impounded budget au- dent. 
thority after the Congress, under the 
Impoundment  Control  Act, had  re- GAO Review to Go on Microfiche 
quired its release. 

President Ford w a s  one of the origi- 
nal defendants, but he  was dropped 

ground that the rmpoundment 

brought under the Impoundment Con- Of the Of Powers Or Other 

in response to the failure of the defend- fiable under  judicial prece- 

The GAO Review, along with about 
140 periodicals published by the agen- 
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cies of the Federal Government, has 
been included in the Index to U.S. 
Government Periodicals, published by 
Infordata International Incorporated for 
several years. 

Starting in 1975, this company is 
making arrangements to publish mi- 
crofiche copies of these periodicals. It 
is also understood that copies of earlier 

years will also be reproduced on mi- 
crofiche. 

The  Index to U.S. Government 
Periodicals by Infordata is available in 
the GAO Library, and microfiche 
copies of The GAO Review prepared 
under contract with this organization 
will also be available there. 
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LegiSWt i 
Developments 

By Judith Hatter 
Chief, Legislative Digest Section 

General Accounting Office Act 
of 1975 

O n  August 1, i975, Senator  Lee 
Metcalf of Montana reintroduced, as S. 
2268, the General Accounting Office 
Act of 1975, to revise and restate cer- 
tain functions and duties of the Com- 
ptroller General of the United States. 

The bill contains four titles, Title 
I-Enforcement of Decisions and Set- 
tlements, Title 11-Enforcement of Ac- 
cess to Records of Non-Federal Persons 
a n d  Organizat ions,  T i t l e  III-En- 
forcement of Access to Records of Fed- 
eral Departments and Establishments, 
and Title IV-Profits Study. 

By i ts  provisions, (1) procedural  
remedies through court action to pre- 
vent the obligation or expenditure of 
funds  in  , a n  illegal manner  a r e  au-  
thorized, (2) the Comptroller General 
may sign and issue subpoenas requiring 
the production of negotiated contract 
and subcontract records and records of 
other non-Federal persons or organiza- 
tions to which he has  a right of access 
by law or agreement, (3) procedural re- 

medy to enforce already existing rights 
to access to records in Government de- 
partments and establishments is stipu- 
lated, and (4) authority to make selec- 
tive studies of the profits of Government 
contractors and subcontractors whose 
Government business  aggregated $1 
million or more is delineated. 

Office of the Attending 
Physician Revolving Fund 

Pursuant to a recommendation by the 
General Accounting Office, the Legisla- 
tive Branch .i\ppropriation Act, 1976, 
Public Law 94-59, July 25, 1975, 89 
Stat. 269, provides for the establish- 
ment in  the Treasury of the  United 
States a revolving fund for the Office of 
the Attending Physician. The fund is to 
be utilized for deposit of moneys re- 
ceived from the sale of drugs or from 
any other source and  is  to be  made 
available for the purchase of drugs for 
resale. 

The law requires that the activities of 
the Office be audited by the General 
Accounting Office. Reports of such au- 
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dits are to be  furnished to the Speaker 
of the House, the President of the Sen- 
ate, the appropriate committees of Con- 
gress, and the Clerk of the House. The 
Comptroller General is provided access 
to records as he may deem necessary. 

The net  profit es tabl ished by the  
GAO audit, after restoring any impair- 
ment of capital, is to be transferred LO 

the general fund of the Treasury. 

Congressional Appointment 

In  his remarks Senator Roth men- 
tions a series of test calls made by GAO 
auditors in which 20 percent of the tax 
questions were answered incorrectly by 
IRS personnel. 

S u b s e q u e n t l y ,  R e p r e s e n t a t i v e  
Charles Vanik discussed the results of 
the report to the Joint Committee on 
Internal ReveIiue Taxation arid puirited 
out that the Oversight Subcommittee 
experienced similar problems in a tele- 
phone survey it conducted. 

of the Comptroller General 
Unvouchered Funds 
Expenditure Audit Representative Jack Brooks of Texas 

and Senator Lee Metcalf of Montana 
have introduced legislation (H.R. 8616 Senator  Richard  S. Schweiker  of 
and S. 2206) providing for the appoint- Pennsylvania introduced legislation, S. 
ment of the Comptroller General by the 1817, to prohibit the appropriation and 
Speaker of the House and the President expenditure of unvouchered funds un- 
pro tempore of the Senate. less specifically authorized by law, and 

The legislation also provides for ap- to provide for reports on and audits of 
pointment of other legislative branch of- authorized expenditures of unvouchered 
ficials by the Congress. funds. 

Representative Brooks, in his discus- Under  the  provisions of t h e  bi l l ,  
sion of the measure, refers to the argu- audit authority over these expenditures 
ment made in the House when the Gen- is extended to the General Accounting 
era1 Accounting Office was created in Office. 
1921 to have the Comptroller General The Comptroller General is  required 
appointed by the Congress and the fact to prescribe rules and regulations which 
that the proposal was dropped because will protect the security status of any 
it would invite a veto and endanger the classified information during a n  audit. 
overall legislation. 

Toxic Substances Control Act 
Taxpayer Assistance Office 

Referring to a GAO report which ver- 
ifies the need for increased taxpayer as- 
sistance programs within the Internal 
Revenue Service, Senator William V. 
Roth, Jr . ,  of Delaware introduced S. 
1925, to establish a Taxpayer Assist- 
ance Office. 

Representative Bob Eckhardt intro- 
duced legislation designed to supple- 
ment existing Federal laws by authoriz- 
ing the  Envi ronmenta l  Pro tec t ion  
Agency to develop a comprehensive and 
systematic approach to the task of pro- 
tecting health and environment from 
hazardous chemical substances. 
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The Toxic Substances Control Act, 
H.R. 7729, requires a t  section 25 that 
the General Accounting Office conduct 
a study of all Federal laws administered 
by t h e  Envi ronmenta l  Pro tec t ion  
Agency for the purpose of determining 
whether and under what conditions, if 
any,  indemnif icat ion should b e  ac-  
corded any person as  a result of any 
action taken by the Administrator under 
any laws administered by the agency. 

The study, which is to be  completed 
within 2 years of the law's enactment 
date, is to include a n  estimate of the 
probable cost of any indemnification 

programs which may be recommended 
and a n  examination of all viable means 
of f inancing the  cost of any recom- 
mended indemnification. 

Appearances Before 
Congressional Committees 

General Accounting Office officials 
testified 29 times before various com- 
mi t tees  a n d  s u b c o m m i t t e e s  of t h e  
Congress during May, June, and July 
and in  August prior to the congressional 
recess. 
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Adolph T. Samuelson 

Adolph T. Samuelson, Assistant Comptroller General, retired from active serv- 
ice in the General Accounting Office on June 27, 1975, after nearly 34 years of 
Federal service. 

Mr. Samuelson joined the staff of the former Corporation Audits Division in  
September 1946 and was appointed director of the former Civil Division in October 
1956. In April 1972,  he was named one of the first three Assistant Comptrollers 
General appointed by Comptroller General Staats. In that capacity, he was respon- 
s ib le  for  oversee ing  a n d  ass i s t ing  three  of t h e  newly c r e a t e d  opera t ing  
divisions-Manpower and Welfare, Resources and Economic Development, and 
General Government. With the further realignment of organizational respon- 
sibilities in GAO in June 1974, Mr. Samuelson was designated Assistant Comp- 
troller General for Special Assignments. 

Mr. Samuelson received the GAO Distinguished Service Award in 1957 and the 
Comptroller General's Award in 1971. He is a member of the National Associa- 
tion of Accountants, the American Institute of CPAs, the District of Columbia 
Institute of CPAs, the Federal Government Accountants Association, the American 
Accounting Association, and the American Society of Public Administration. He 
has been especially active in the National Association of Accountants at both local 
and national levels, serving as  president of the Washington chapter (1963-64), 
national director (1967-69), national vice president (1971-72), and national trea- 
surer (1973- ). 

Mr. Samuelson is a CPA (Illinois) and served for 9 years on the staff of Price 
Waterhouse & Co. in Chicago. He  served in the Navy in World War 11, attaining 
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the rank of commander. He is a graduate of Walton School of Commerce and has 
attended Loyola University and Northwestern University in Chicago. 

In announcing Mr. Samuelson’s retirement. Comptroller General Staats stated 
that he had “contributed greatly to the development of the GAO and its staff 
through his many years of dedicated service.” 

In a statement published in the Congressional Record for July 8 ,  1975, Con- 
gressman Jack Brooks of Texas, Chairman of the House Government Operations 
Committee. referred to Mr. Samuelson as  “one of the early pioneers of manage- 
ment audits of government programs.” He paid especial tribute to his strong 
interest in improving the quality of GAO work by improving the quality of its staff 
and pointed out that many of the staff members he helped develop are now leading 
accountants, auditors, and financial managers in GAO and other Government 
agencies. 

Senator Abraham Ribicoff, Chairman of the Senate Government Operations 
Committee, added a further tribute in his statement published in the Congressional 
Record for July 9, 1975. He stated that Mr. Samuelson had served GAO and his 
Government exceptionally well during his long career and that throughout he had 
provided outstanding leadership in developing competent professional staff dedi- 
cated to carrying out GAO’s responsibilities with the highest degree of integrity, 
dedication, and objectivity. 
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Forrest R. Browne 

Forrest R. Browne was designated regional manager of the Dallas regional 
office, effective September 1, 1975. 

Mr. Browne joined the General Accounting Office in the Kansas City regional 
office in 1953, after several prior years in public accounting. He was designated 
regional manager in Kansas City in 1954 and in 1966 was appointed deputy 
director of the Field Operations Division in Washington. In May 1971, he  was 
designated associate director of the Defense Division in charge of the Manpower 
Group. With the reorganization in 1972 of the GAO divisions and offices, he was 

designated deputy director of the new Federal Personnel and Compensation Divi- 
sion, and in March 1973 he was designated director. 

Mr. Browne is a certified public accountant (Oklahoma and New Mexico), and a 
member of the American Institute of CPAs and the Association of Government 
Accountants. He holds a bachelor of science degree from New York University and 
in 1962 completed the Executive Development Program at Stanford University 
Graduate School of Business. 
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Robert H. Drakert 

Robert H. Drakert, upon nomination by Joseph M.A.H. Luns, Secretary Gen- 
eral of the North Atlantic Treaty Organization, was appointed Chairman of the 
International Board of Auditors of NATO to serve for the period August 1 ,  1975, to 
July 31, 1976. He has  been a member of the five-member board, chosen from 15 
member states, since July 1970, and previously served as Chairman from August 
1, 1971, to July 31, 1973. 

Mr. Drakert joined the New York regional office in 1951 after a varied career in  
private industry, including public accounting and book publishing. He was ap- 
pointed regional manager of the New York office in 1934. From 1959 to 1961 he 
was assistant director of the GAO European Branch, returning from that post to 
New York to resume the duties of regional manager. 

Mr. Drakert served in the U.S. Army from 1942 to 1945. He is a certified 
public accountant in New York and a member of the American Institute of CPAs 
and the Association of Government Accountants. 
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Robert L. Higgins 

Robert L. Higgins has been named assistant general counsel for Civilian Per- 
sonnel Law, effective August 3 ,  1975. 

After joining the General Accounting Office in 1970 as an attorney-adviser in 
the Office of the General Counsel, Mr. Higgins, in January 1972, was assigned to 
the campaign expenditures task group established by the Comptroller General to 
plan for GAO's responsibilities under the Federal Election Campaign Act of 1971. 
From March 1972 to November 1974, he served in the Office of Federal Elections, 
first as  counsel to the new office and later as acting deputy director. 

Mr. Higgins received his B.i\ .  degree from Harvard College in 1955 and his 
L1. B. degree from Yale University in 1958. He served in the U.S. Air Force after 
graduation from law school. In addition to prior Government service as a lawyer for 
the National Aeronautics and Space Administration, he has practiced law in New 
York and in Maryland. 

H e  is a member of the bars of New York, Maryland. the District of Columbia, 
and the U.S. Supreme Court, and belongs to the Federal Bar Association. 
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Hyman L. Krieger 

Hyman L. Krieger was designated director, Federal Personnel and Compensa- 
tion Division, effective September 2, 1975. 

Mr. Krieger joined the General Accounting Office in 1946 upon release from the 
Army. His assignments have included positions with the Corporation Audits Divi- 
sion, the Division of Audits, the Accounting and Auditing Policy Staff, and the 
Field Operations Division. He served as manager of the Chicago, New York, and 
Los Angeles regional offices and as a deputy director of the Field Operations 
Division prior to being assigned as manager of the Washington regional office in 
September 1971. 

In 1941, Mr. Krieger received a B.B.A. degree in accounting from City College 
of N e w  York and later attended The George Washington University. H e  completed 
the Advanced Management Program at Harvard University Graduate School of 
Business Administration in 1961. 

Mr. Krieger is a certified public accountant (North Carolina and Illinois) and a 
member of the American Institute of CPAs and the Association of Government 
Accountants. He received the GAO Career Development Award in 1970. 
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Robert H. Rumizen 

Robert H. Rumizen, assistant general counsel, retired on July 31, 1975, after 
more than 34 years of Federal service, 33 of which were served in the Office of the 
General Counsel. 

Mr. Rumizen entered Government service in June 1941 as an assistant clerk 
with the Department of the Treasury and was appointed a junior attorney in the 
Office of the General Counsel, GAO, in  November 1942. He served a s  staff 
attorney with the European Branch of GAO from 1954 to 1957,  and upon his 
return to Washington was assigned as  an attorney-adviser in the procurement law 
area. In February 1971, Mr. Rumizen was appointed an assistant general counsel 
in procurement law. 

Mr. Rumizen has written articles on procurement law for the Federal Bar Jour- 
nal and the Military Law Review and has lectured extensively before the Defense 
Advanced Procurement Management Course at Fort Lee, Virginia. 
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David P. Sorando 

David P. Sorando has been designated manager of the Washington regional 
office, succeeding H.L. Krieger, who assumed the position of director, Federal 
Personnel and Compensation Division. 

Mr. Sorando returns to the Field Operations Division following 3 years in GAO 
headquarters, where he  served as deputy director in the Manpower and Welfare 
and Federal Personnel and Compensation Divisions. His prior GAO field experi- 
ence began in the New York regional office in 1953. He w a s  in charge of the 
sub-office at Syracuse, New York, from August 1960 to June 1964, when he  
transferred to the Cincinnati regional office. H e  was appointed regional manager of 
that office in January 1967, a position he held until transferring to Washington in 
June 1972. 

Mr. Sorando is a graduate of Fordham University in New York. He attended the 
Program for Management Development at Harvard in  1962 and the Federal Execu- 
tive Institute in 1972. 
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Stephen J. Varholy 

Stephen J. Varholy was designated an associate director in the Manpower and 
Welfare Division on July 21, 1975. He is responsible for audits of health research, 
resources, and services. 

Mr. Varholy received a bachelor of business administration degree in  account- 
ing, cum laude, from Fairfield University in 1963 and a master of science degree 
in  financial management from The George Washington University in 1970. He 
served in  the Army from 1963 to 1964. 

Since he joined GAO in 1963, Mr. Varholy has had diverse assignments, 
including responsibilities for audits at the Veterans Administration and for direct- 
ing GAO's work in the area of intergovernmental relations. 

Mr. Varholy is  a CPA (Virginia), a member of the American Institute of CPAs, 
and an officer of the Washington chapter of the National Association of Account- 
ants. H e  also is a staff member of the Graduate School, Department of Agriculture. 
He received the GAO Career Development Award in 1970, and in 1975 he re- 
ceived the GSA Public Service Award and the William A. Jump Memorial Award. 
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Other Staff Changes 

New Director 

Equal Employment Opportunity 

Alexander A. Silva 

New Assistant Directors 

Office of Assistant Comptroller 
General for Special Programs 

Rodney E. Espe 

Office of Program Analysis 

Marvin I. Brown 
Joseph F. Delfico 
James K. Kardokus 

Office of Special Programs 

William C. Oelkers 

Financial and General 
Management Studies Division 

James R. Watts 
James P. Wright 

General Government Division 

Danny L. Statler 

Logistics and Communications 
Division 

Mewin F. Almy 

Procurement and Systems 
Acquisition Division 

Raymond A. Hautala 
Ralph S. LaVallee 
Charles W. Moore 

Resources and Economic 
Development Division 

Roy J. Kirk 

International Division- 
European Branch 

Jerry W. Dorris 

New Deputy Assistant 
General Counsel 

Henry R. Wray 

New Assistant to the 
General Counsel 

Martin J. Fitzgerald 

New Legislative Attorney 

New Legislative Adviser 

M. Thomas Hagenstad 

Peter J. McGough 

New Assistant Regional 
Managers 

Detroit 

John Competello 

New York 

George J. i\nthony 

Retirements 

Office of Policy 

Eugene L. Pahl-assistant 
director 

Federal Personnel and 
Compensation Division 

Max Stettner-assistant 
director 
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Office of the Comptroller 
General 

The Comptroller General. Elmer B .  
Staats, addressed the following groups: 

I n d u s t r i a l  Col lege of t h e  Armed 
Forces (1974-75 class), Washing- 
ton, D.C. ,  on  ”The  General  Ac-  
counting Office and the Department 
of Defense,” May 2. 
Federa l  Government  Accountants  
Assoc ia t ion  S i l v e r  Anniversary  
Symposium, Miami Beach, Fla., on 
“Financia l  Management:  Looking 
Back to 19.50 and Ahead to 2000,’‘ 
June  16. 
National Association of Accountants 
1975 Annual International Confer- 
e n c e ,  Anaheim,  Cal i f . ,  on  “The  
Federal  Budget, the Economy and 
Inflation,” June 23. 
Brigham Young University, College 
of Social Sciences. Commencement 
Exercises, Provo, Utah, on ”Recipes 
for Living in a Complicated World,” 
August 15. (Mr. Staats w a s  given the 
Abraham 0. Smoot Public Service 
Award.) 
National Society of Public Account- 
ants  1975 Annual International Con- 
ference,  Houston, Tex . ,  on “The 
Nat ion’s  S t a k e  in  Congress iona l  
Budget Reform,” August 19. 
Following are  recently published ar- 

ticles of the Comptroller General: 
”Needed-A National Productivity 

Center,” The GAO Review, Spring 
1 9 7 5  (based on Mr. Staats’ state- 
ment before the Senate Committee 
on Government Operations on De- 
cember 17,  1974). 

“The Federal Civilian Work Force,” 
Civil Seruice J o u r n a l ,  Apri l -June 
1975 (based on Mr. Staats’ state- 
ment before the House Post Office 
a n d  Civi l  S e r v i c e  Commit tee  on 
March 20). 
Mr. S t a a t s  p a r t i c i p a t e d  i n  a 

3-member roundtable discussion on “A 
Post-Watergate Code of Ethics” pub- 
lished in the International City Man- 
agement Association magazine, Public 
Management,  June issue. 

E .  H .  Morse, J r . ,  Assistant Comp- 
troller General, addressed the following 
groups: 

21st annual Washington seminar of 
t h e  Maxwell G r a d u a t e  School  of 
Syracuse University on the role of 
the  GAO in t h e  Federa l  Govern- 
ment, May 22. 
Seminar for deans of the American 
Assembly of Collegiate Schools of 
Business  Adminis t ra t ion on GAO 
and the important role educators can 
have in government, June 24. 
U.S. Civ i l  S e r v i c e  Commiss ion  
Executive Seminar on Administra- 
tion of Public Policy on “Accounta- 
bility in the Administrative Process: 
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T h e  Role of the GAO” at  Kings 
Point, N.Y., August 27. 
To commemorate the 25th anniver- 

sary of the law, Mr. Morse has written 
a n  ar t ic le  entitled “Current Signifi- 
cance of the Accounting and Auditing 
Act of 1950,” published in the Sep- 
tember 1 9 7 5  issue of The Federal Ac- 
countant.  

Mr. Morse received one of the three 
1975 FGAA Author’s Awards for his 
article in the September 1974 issue of 
The Federal Accountant entitled “The 
Challenge to Federal Accountants in 
Improving Congressional Control of the 
Budget.” The award was presented in 
July by Max Hirschhorn, associate di- 
rector, Resources and Economic De- 
velopment Division, and chairman of 
the FGAA Publications Policy Commit- 
tee for 1974-75. 

. .  k;:d. . , - --L -:” L-, . I“  : _-.-. --- ,__ ._ - I  

E .  H .  Morse. J r . ,  recerier 4uthor’s 4uard from 
War Hirschhorn. chairman. FG41 Publrcntions 
Polic v Committee. 

Office of the General Counsel 

Paul G .  Dembling, general counsel: 

Participated in the spring meeting of 
t h e  Nat iona l  Academy of P u b l i c  
Administration, May 22 and 23. 

Addressed the Third National Capi- 
tal Conference of the International 
Personnel Management Association 
on ”Recent Developments in Provid- 
ing Make-Whole Remedies for Fed- 
eral Employees,” May 27. 

Addressed an Orientation Program 
for New Presidential Appointees on 
“Adminis ter ing and  Deal ing with 
Federal Laws,” at The White House, 
June 7 .  

Testified before an informal hearing 
at  the Department of Labor on pro- 
posed a m e n d m e n t s  to 29 C.  F. R.  
part 4, Labor Standards for Federal 
Service Contracts, June 24. 

Attended and  par t ic ipated in  t h e  
8 m e r i c a n  Bar .4ssociation Annual 
Meeting, August 8-15, in Montreal. 

Milton J .  Socolar,  deputy general 
counsel, addressed a meeting of the 
League of Women Voters on “The In- 
vestigative Process and How It Investi- 
gates the Efficiency of the Agencies,” 
May 21. 

P a u l  Shni t ze r ,  assoc ia te  genera l  
counsel, attended and participated in  
the i\merican Bar Association Annual 
Meeting, August 8-15, in Montreal. 

Rollee H .  Louenstein. assistant gen- 
eral counsel, attended a conference on 
“Labor-Management Relations in the 
Federal Service: The Critical Issues” 
sponsored by the Federal Mediation 
and Conciliation Service and partici- 
pated in a panel discussion on “The 
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Role of the Arbitrator in the Federal dressed the following groups: 
Sector and the  Assistant Secretary’s 
Impact Upon That Role,” June 11-13, 
in Los Angeles. 

Geraldine M .  Rubar,  senior attor- 
ney, spoke before the San Francisco 
chapter of the National Contract Man- 
a g e m e n t  Assoc ia t ion  o n  “ T h e  Fly 
American Act,” July 8. 

Alan I. Sal tman,  attorney-advisor, 
spoke before the Boston chapter of the 
National Contract  Management  As- 
sociation on “Recent Developments a t  
GAO,” May 14. 

Office of Congressional 
Relations 

The Eighteenth Annual Symposium 
of the Federal Government Account- 
ants Association, Philadelphia chap- 
ter, on “Energy, the Economy, and 
the Budget,” May 16, at  Philadel- 
phia. 

The  Worcester  Polytechnic  Inst i -  
tute’s 1975 IQP Summer Program for 
Facul ty ,  J u n e  11, a t  Worcester ,  
Mass. 

The  1975 Engineering Foundation 
Conference on “America’s Energy 
Futures,” August 4, a t  Henniker ,  
N.H.  

J .  Dexter Peach,  deputy director, 
addressed the  Seminar for Deans of 
A m e r i c a n  A s s e m b l y  of Col leg ia te  
Schools of Business a t  GAO, June 24. 

Roger Sperry, legislative advisor, is  
participating in the l-year mid-career 
program in Public Administration at  
the John F. Kennedy School of Gov- 
ernment at Harvard University. 

Office of Personnel Management 

Richard A .  Hart,  acting assistant di- 
rector, spoke at  the Federal Govern- 
ment Accountants  Association Sym- 
posium on “Training Needs and Re- 
sources for Journeymen Government 
Financial Managers” at Miami Beach, 
Fla., June 19. 

Office of Program Analysis 

Dean K .  Crowther, deputy director, 
briefed David Miles Connolly, Liberal 
Par ty  Member of t h e  Parl iament  of 
A u s t r a l i a ,  o n  ”GAO’s Role  i n  t h e  
Analysis of Budget Alternatives,” July 
18. 

Office of Special Programs 

Monte Canfield,  Jr . ,  director, ad- 

William C .  Oelkers, assistant direc- 
tor ,  p a r t i c i p a t e d  i n  t h e  four th  
Dartmouth Institute held at Dartmouth 
College, Hanover, N.  H . ,  June 29-July 
25. 

William E .  Gahr, assistant director, 
participated in a panel discussion- 
H u m a n  Values :  W h i c h  O n e s  Must  
Change in the World of the Future and 
How-at the  World F u t u r e  Society 
General Assembly in  Washington on 
June 3. 

Federal Personnel and 
Compensation Division 

Thomas A .  Eickmeyer,  supervisory 
auditor, addressed a seminar  a t  the  
Industrial College of the Armed Forces 
on June  2. His subject w a s  “Consoli- 
dation of Flight Training by the De- 
partment of Defense.” 
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Financial and General 
Management Studies Division 

Donald L .  Scantlebury, director: 

Was elected President of the As- 
sociation of Government Account- 
a n t s  ( r e n a m e d  from F G A A )  for  
1976-77. In the interim year he  will 
serve as  President-Elect. 
Addressed the annual seminar of the 
FGAA Boston chapter on May 13 at  
Newton,  Mass.  H i s  p r e s e n t a t i o n  
covered what GAO is  doing to im- 
p lement  t h e  r e q u i r e m e n t s  of t h e  
C o n g r e s s i o n a l  Budget  a n d  Im-  
poundment Control Act of 1974. 

Was  a guest speaker  a t  the State 
Auditor Seminar sponsored by the 
Law Enforcement  Assis tance Ad- 
ministration on May 29 at the In- 
teragency Auditor Training Center. 
He discussed some of the problems 
a n d  p o s s i b l e  ways for o b t a i n i n g  
more cooperation between State and 
Federal auditors. 

S p o k e  on  t h e  s a m e  s u b j e c t  a s  a 
panel member in a plenary session 
a t  t h e  2 5 t h  A n n u a l  FGAA Sym- 
posium in Miami Beach, Fla., June 
16. 

Spoke on “Operational Auditing” to 
the  South Carolina Association of 
CPAs on June 20 at Myrtle Beach. 

C o n d u c t e d  a s e m i n a r  i n  W a s h -  
ington, D.C., on July 24 for a group 
of Japanese businessmen who were 
studying internal auditing as carried 
out by industry and Government in 
the United States. He was assisted 
by George L .  Egan, assistant direc- 
tor; John J .  Reck; and supervisory 
audi tors  J o h n  J .  Adair,  Gary A .  

Bulger, Richard E .  Nygaard, and 
Ronald C .  Oleyar. 

Fred D .  Layton, deputy director: 

Was appointed to a 3-year term on 
the Association of Government Ac- 
countants  F inancia l  Management  
Standards Board. 

Was appointed to a 3-year term on 
the Advisory Committee on Govern- 
ment and Industry of the American 
Ins t i tu te  of Cert i f ied Publ ic  AC- 
countants. 

Spoke on “GAO Audit Policy and 
GAO Account ing Systems Design 
Requirements” at the Environmental 
Protection Agency Financial Man- 
agement Conference, Boston, Mass., 
May 16. 

Spoke on “The New Congressional 
Budget Act” to the  San Francisco 
chapter  of FGAA, San  Francisco, 
Calif., May 19. 
C o n d u c t e d  a s e m i n a r  on  “Audi t  
S tandards”  a t  the  FGAA Annual  
Symposium, Miami Beach, Fla., June 
16-18. 
Conducted a n  operational auditing 
course sponsored by FGAA at Miami 
Beach, June 19-20. 
James P .  Oliver, associate director, 

spoke on “GAO’s Role and Concerns 
under  the Congressional Budget and 
Impoundment Control Act of 1974” a t  
a workshop of the  FGAA Symposium, 
Miami Beach, June 16-18. 

Walter L .  Anderson, associate direc- 
tor: 

Was a featured speaker a t  the Com- 
puter Business Equipment Manufac- 
turers Association Spring Meeting at  
La Costa Hotel, Carlsbad, Calif., on 
May 30. His talk was entitled “The 

, 
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Size of Cost and the Cost of Size” as  
appl ied  to Government automatic 
data  processing. 

P a r t i c i p a t e d  as a s p e a k e r  a n d  
panelist at the Conference on Fed- 
e r a l  G o v e r n m e n t  D a t a  S y s t e m s  
1975-1985 in  Washington, D.C. ,  
June  27, sponsored by the American 
Inst i tute  of Industr ia l  Engineers .  
H i s  t a l k  c o n c e r n e d  pos t -  
procurement analyses of automatic 
data processing systems. 

Earl M .  Wysong, J r . ,  assistant di- 

Received the FGAA “Achievement 
of the Year Award” at its Annual 
Symposium in Miami Beach, Jurie 

18. 
Conducted a workshop session at 
FGAA’s 25th Annual Symposium on 
June  17th and 18th. The title of the 
workshop session was “Impact  of 
Advanced ADP Technology on Fi- 
nancial Systems.” 

Ernest Davenport, assistant director: 

Was elected Director of the District 
of Columbia Institute of CPAs at its 
annual meeting on June 6. 
Served as a panel is t  on ”Oppor-  
tunities in the Field of Accounting” 
at the annual convention of the Na- 
t iona l  Assoc ia t ion  of Black  Ac-  
countants  in Houston, Tex., June  
20. 

Robert J .  Ryan, assistant director: 

A d d r e s s e d  t h e  Columbia ,  S o u t h  
Carolina, chapter  of the  National 
Assoc ia t ion  of A c c o u n t a n t s  o n  
GAO’s audit standards on March 20. 
Attended the 69th Annual Municipal 
Finance Officers Association Inter- 

rector: 

national Conference on Public Fi- 
n a n c e ,  Apr i l  27  to May 1, i n  
Montreal, Quebec, and served as a 
panelist at a session on “Perform- 
ance Auditing-Level 2.” 

Attended the 40th Annual National 
Conference of the National Associa- 
t ion  of C o u n t i e s  i n  H o n o l u l u ,  
Hawaii, June 21-25. H e  addressed 
a session of county financial offi- 
cials on “The GAO Audit Standards 
and Broad Scope Auditing As They 
Relate to Counties.” 

Ken Pollock, assistant director: 

Was elected President of the EDP 
Auditors Association, National Cap- 
ital Area. 

Addressed a 1-day Symposium of 
the Chicago chapter of the Institute 
of Internal Auditors on the subject 
of controls and auditing in ADP sys- 
tems, Chicago, Ill., March 17. 
Carl R .  Palmer, supervisory audit- 

o r ,  was appointed a member of t h e  
Executive Committee, College of In- 
formation Systems, Institute of Man- 
agement Sciences, for the year 1975- 
76. 

Ronald L ,  Eckman, supervisory sys- 
tems accountant, had an article enti- 
tled “The GAO Approval Process for 
DOD Accounting Systems” published 
in  t h e  A i r  Force Comptroller, Ju ly  
1975. 

General Government Division 
Robert Rosensteel, supervisory au- 

ditor, completed the requirements for a 
master’s degree in public administra- 
tion at American University. 

Jacob P .  Glick, audit manager, dis- 
cussedathe role of GAO and its rela- 
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t i o n s h i p  to t h e  S e n a t e  C o m m e r c e  
Committee’s National Ocean  Policy 
Study with a group of Stanford Univer- 
sity students on July 7. 

International Division 

Donald M .  Mutzabaugh,  assistant 
for development, in  his capacity as a 
National Director (for the second year) 
of t h e  Nat ional  Associat ion of Ac- 
countants, was a panel member at  the 
NAA chapter Management Seminar at 
King of Prussia, Pa., May 21. While 
a t tending  t h e  Annual  In te rna t iona l  
Conference of the National Association 
of Accountants in  Anaheim,  Calif., 
June 22-25. Mr. Mutzabaugh partici- 
pated in the meeting of the National 
Board of Directors and was inducted 
into the Stuart Cameron McLeod Soci- 
ety, an organization comprising Na- 
tional Officers and Directors of the Na- 
tional Association of Accountants. 

Frank M .  Zappacosta, assistant di- 
rector, is currently Director of Member 
Attendance for the Washington chapter, 
National Association of Accountants. 

Joint Financial Management 
Improvement Program 

Donald C .  Kul l ,  executive direc-  
tor, addressed the following groups: 

Spring Conference of the Interna- 
tional Personnel  Management As- 
sociation on “Organizational Effec- 
tiveness and Productivity” on May 
27 in Washington, D.C. 
Head State Auditors Seminar of the 
Interagency Auditor Training Center 
on “The JFMIP and Its Relation to 
S t a t e  Audi tors”  on  May 28  in  
Washington, D.C. 

Twentieth Anniversary Meeting of 
the Portland chapter of FGAA, on 
”Financial  Management Improve- 
ment” on June 21 in  Portland, Oreg. 

Mr. Kull participated in a “Workshop 
on Productivity” and a “Plenary Ses- 
sion on JFMIF’” at FGAA’s 25th An- 
niversary Symposium on June 16-17, 
in Miami, Fla. 

Mr. Kull spoke on “The Federal  
Productivity Program” at the  Balti- 
more Federal Executive Board on June 
26, t h e  S e a t t l e  F e d e r a l  E x e c u t i v e  
Board on July 21, the Portland Federal 
Executive Board on July 23,  and the 
S a n  F r a n c i s c o  F e d e r a l  E x e c u t i v e  
Board on July 25. 

Brian L .  Usilaner, assistant direc- 
tor, addressed the following groups: 

Baltimore Federal Executive Board 
on ”The Federal Productivity Pro- 
gram” on June 26 in Baltimore, Md. 

Patent Office Conference on “Work 
Measurement for Professionals’’ on 
July 2 in Washington, D.C. 

Nat iona l  Commiss ion  on  P r o d -  
uctivity and Work Quality workshop 
on “Total  Performance Measure-  
ment,” on July 15 in San Francisco, 
Calif. 

Mortimer A .  Dittenhofer, assistant 

Participated in  a meeting of the Na- 
tional Council on Governmental Ac- 
counting representing the JFMIP as 
a member of the Council’s Advisory 
Committee on May 1-2. 
Addressed the Boston chapter of the 
Ins t i tu te  of In te rna l  Auditors  on 
“Audit Standards” on May 27 i n  
Boston, Mass. 

director: 
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Participated in a workshop of the In- bership to the Society of Logistics 
ternational Conference of the Insti- Engineers on August 12 at the In- 
tute  of Internal  Auditors on “Ac- ternat ional  Logistics Symposium, 
countabi l i ty  Audit ing i n  Govern- Lake Buena Vista, Fla. 
merits" On June l6 in Donald L .  Eirich, associate director, 
Moderated a seminar on “Auditing spoke to classes of the Industrial Col- 
in  Government” at the International lege of the Armed Forces on June 2. 
Conference of the Institute of Inter- He discussed GAO’s and the Logistics 
nal Auditors on June 18 in Dallas. and Communications Division’s audit 
Directed a seminar on and responsibilities and the execution of 
Resources for Financial  M ~ ~ ~ ~ ~ -  reviews of communications and data  

ment Training in Government” fol- management functions. 
lowing the Annual Symposium of the C .  0 .  Smith,  a s s i s t a n t  d i rec tor ,  
FGAA on J u n e  19-20 i n  Miami, wrote a paper on “A Systematic Ap- 
Fla. Mr. Dittenhofer provided the proach for Evaluating the Data Man- 
introductory and summary talks and agement Activities of the U.S. GOV- 
a presentation on the “Institute for ernment.” It was presented at the In- 
Applied Public Financial Manage- tel-natiunal Computer Symposium in 
ment.” Taipei on August 20-22. 

Tex. 

Werner Grosshans, associate direc- 

evaluation for the Interagency Auditor 

Logistics and Communications tor ,  inst ructed a class on  program Division 

Fred j .  Shafer, director: 

Spoke on “Manufacturing Tech-  
nology-Changing O p p o r t u n i t i e s  
and Challenges in Productivity” be- 
fore the Numerical Control Society 
a t  t h e  S h o r e h a m  Hote l  i n  
Washington, D.C., on May 19 and 
before the Numerical Control Soci- 
ety at the Northern Illinois Univer- 
sity, DeKalb, Ill.. on May 21. 
Participated in a panel discussion 
on problems in productivity in the 
United States conducted by McKin- 
sey & Company for the National Sci- 
ence  Foundation on June 3. 

Spoke on “Concerning Productivity” 
before the Manufacturing Executive 
Conference at  the Mayflower Hotel 
in Washington, D.C., June 25. 

Received a lifetime Honorary Mem- 

~. 

Training Center in Puerto Rico during 
July.  

Manpower and Welfare 
Division 

Gregory  j .  Ahar t ,  d i r e c t o r ,  a d -  
dressed the Conference for Business 
Execut ives  on  Federa l  Government  
Operations. The Brookings Institution 
Advanced  S t u d y  Program, h e l d  on  
June 2 in Washington, D.C. Subject: 
“Work of the General Accounting Of- 
fice.” 

Kewin M.  Tansey,  supervisory au-  
ditor, made a presentation before the 
Adult Education Management Coordi- 
nation Conference on GAO’s report, 
“The Adult Basic Education Program: 
Progress in Reducing Illiteracy and  
Improvements Needed.” The confer- 
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ence was held in Washington, D.C., 
on June 10. 

Procurement and 
Systems Acquisition Division 

Richard  W .  G u t m a n n ,  d i r e c t o r ,  
made a presentation before a meeting 
of the Acquisition Advisory Group to 
the Deputy Secretary of Defense in  
Washington on July 1. His subject was 
the  role and mission of GAO in the 
major weapon acquisition process. 

At the  request  of Edward A. 
McGough, 111, Major General, USAF, 
Commandant of the Industrial College 
of the Armed Forces, staff members 
spoke in two of the College seminar 
s e s s i o n s  a t  Ft. L e s l i e  McNair ,  
Washington, D.C., on June 2 ,  on the 
general subject of ”GAO Evaluation of 
Defense Management Problems,” as 
follows: 

Andrew B .  McConnell, associate di- 

ture  Graduate  School, June  through 
August. 

Robert G .  Meisner, assistant direc- 
tor ,  was  a p p o i n t e d  to  t h e  Awards  
Committee of the Washington chapter 
of the Association of Government Ac- 
countants (formerly FGAA). Homer H .  
Thomson, supervisory GAO audi tor ,  
was appointed to the National Chapter 
Activities Committee of the Associa- 
tion. Both appointments  a r e  for the  
chapter year 1975-76. 

R .  Stanley LaVallee, assistant direc- 
to r ,  p a r t i c i p a t e d  i n  a s e m i n a r  o n  
Economic Investment Analysis spon- 
sored by t h e  Huntsv i l le  ( A l a b a m a )  
chapter of the Institute of Internal Au- 
d i t o r s  on  May 28. He s p o k e  on 
”Economic Analysis and the Auditor.” 

C .  William Moore, Jr . ,  assistant di- 
rector, was elected Director for Manu- 
s c r i p t s  by t h e  W a s h i n g t o n ,  D . C . ,  
chapter of the National Association of 
Accountants for the 1975-76 chapter 

rector, spoke on general procurement 
matters relating to the Department of 
Defense. 

Richard E .  T u c k ,  opera t ions  re-  
search  ana lys t ,  spoke  on “AWACS 

Hyman s. Baras, assistant direc- Cost-Effectiveness in a European En- 
tor, discussed the report on “Life vironment” before the  Tac t ica l  Air 
Cycle Cost Estimating-Its Status and Warfare Working Group at  the 35th  
Potential Use in Major Weapon Sys- Military Operations Research Society 
tems Acquisition.” Symposium, July 2. at Annapolis, Md. 

Charles A .  Kezar, operations research 
rector, discussed the report on “De- analyst, returned in July after spending 

Simulators-Accomplishments, Prob- sponsorship at the Air C o r m a n d  L+ 
lems and Possible Savings.” Staff College, Montgomery, Ala. Dur- 

ing this period he produced two re- 
Guy A .  Best, assistant director, lec- search papers, one - I ~ ~ ~ ~ ~  & 

tured in the management section of the ~~~l~~~~~~ as M~~~~~~~ of Federal 
review course  for  in te rna l  audi tors  program Benef i t , ”  which  was pre- 
sponsored by the Institute of Internal sented at a seminar of the Industrial 
Auditors in the Department of Agricul- Col lege of t h e  Armed Forces .  T h e  

Raymond A .  ~ ~ ~ ~ ~ l ~ ,  assistant di- 

partment of Defense Use of Flight a lo-month Period under  Air Force 
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other paper was entitled “National Se- 
curity Storage System for Petroleum.” 

L .  Patrick Samsell, supervisory au- 
ditor, was elected Director for Com- 
munity Affairs by t h e  Washington,  
D.C., chapter of the National Associa- 
tion of Accountants for the 1975-76 
chapter year. 

Resources and 
Economic Development Division 

Mar Hirschhorn, deputy director, 
presented the manuscript awards for 
the Federal Government Accountants 
Association in Miami Beach, Fla., June 
16-18. 

Brian P .  Crowley, assistant director. 
was named Director of Member Rela- 
tions of the Washington chapter of the 
National Association of Accountants 
for fiscal year 1976. 

Frank V .  Subalusky, assistant direc- 
tor, was appointed to the National As- 
sociation of Accountants’ Board of the 
Commit tee  on  Socio-Economic Pro-  
grams for fiscal year 1976 at  the inter- 
national conference held in Anaheim, 
Calif., June 22-25. 

Field Operations Division 
Marvin Colbs, regional manager, At- 

lanta, spoke on “The Roles and Mis- 
s i o n s  of GAO” to t h e  control ler’s  
course of the Air University, Maxwell 
AFB, Ala., on May 19;  participated in 
a panel discussion on auditing at  the 
Huntsville, Ala., chapter of the Insti- 
tute of Internal Auditors, on May 12; 
accompanied by William Ball, con- 
ducted a seminar on “Auditing Careers 
in GAO” at South Florida University, 
Tampa, on May 28. 

Solon P .  Darnell, assistant regional 
manager, participated in a panel dis- 
cussion on “Operational Auditing at  
the Grass Roots Level” at the FGAA 
national symposium in Miami Beach 
on June 18. 

On May 15, 1975, Joseph Eder, re- 
gional manager, Boston, was the key- 
note speaker  a t  the  Eighth  Annual  - 
Conference of the New England Fed- 
eral Personnel Conference. The sub- 
ject of his talk, in keeping with the 
theme of the conference, was GAO’s 
role in  personnel  management  a n d  
productivity. He discussed the func- 
t ions of the  Federa l  Personnel  a n d  
Compensa t ion  Divis ion a n d  GAO’s 
booklet on productivity. 

Donley E .  Johnson, audit manager, 
Chicago, spoke at  Accounting Day, 
April 23, 1975, sponsored by Beta 
Alpha Psi and the Minnesota Account- 
ing Club, University of Minnesota. His  
topic was “The First Year of Employ- 
ment.” On May 19, 1975,  he  spoke at  
the University of Minnesota School of 
M e c h a n i c a l  E n g i n e e r i n g  on  “How 
GAO Utilizes and Evaluates Account- 
ing Data.” 

Clement F .  Preiwisch, audi t  man- 
ager, spoke at the operational auditing 
seminar of the Twin Cities chapter of 
the Federal Government Accountants 
Association, March 13, on operational 
audits and GAO. 

Paul Wilson, supervisory auditor, 
was selected to serve on the Govern- 
ment Accounting and Auditing Commit- 
tee of the Minnesota Society of CPAs 
for fiscal year 1976. 

Terrence M .  R a y ,  a u d i t o r ,  w a s  
elected secretary of the Chicago chap- 
ter of AGA for fiscal year 1976. 

118 GAO ReuiewlFall ‘75 



PROFESSIONAL ACTIVITIES 

Melvin J .  Koenigs, J r . ,  Walter M .  Federal Government Auditing,” April 
Trauten, Steward 0 .  Seman, and Ken- 

phirip A .  Bernstein, regional man- 
ager, Seattle, has been appointed by were elected AGA chapter directors for 

Washington’s  Governor  D a n i e l  J .  fiscal year 1976. 

James R .  Hilmer, supervisory au-  Evans a s  a member of the Advisory 
d i tor ,  rece ived  t h e  AGA chapter’s  Council on State  Government Prod- 
membership development award. uctivity. The primary functions of the 

nor’s Office advice on ways to improve 
the efficiency and effectiveness in  aQ 
areas of State government. 

23. 
neth p .  Boehne, supervisory auditors, 

paul C. deo~,assus, assistant regional Council a re  to provide to the Gover- 
manager, Dallas, participated in Busi- 
ness Day activities at the University of 
Texas at Arlington on April 15 by dis- 
cussing career opportunities in GAO 
with about 300 undergraduate account- 
ing students. 

Weldon S tanley  a n d  Francis 
Langlinais, supervisory auditors, par- 
t i c i p a t e d  i n  a n  FGAA-sponsored  
career orientation session on April 1 
which provided Federal employees and 
college students with the purposes and 
functions of several Federal agencies. 
Mr. Langlinais a lso par t ic ipated on 
March 26 as a n  instructor in a Civil 
Service Commission-sponsored pro- 
gram, “Advanced Systems Analysis,” 
involving computer techniques. 

William F .  Laurie, audit manager, 
Detroit, conducted a seminar for stu- 
dents  of Case-Western Reserve Uni- 
versity, Cleveland, on the subject of 
”Social Measurement as  an Evaluation 
Tool,” March 5 .  

Charles D .  Allegrina, supervisory 
audi tor ,  was elected Regional Vice 
President of the Federal Government 
Accountants Association, Central Re- 
gion, effective July 1 .  

Robert J .  Piscopink, audit manager, 
spoke at a seminar sponsored by the 
State Governmental Accountants As- 
sociation of Michigan on “Trends in 

Douglas E .  Cameron, supervisory 
auditor, was recently appointed Port- 
land chapter Coordinator for the Task 
Force to Foster  Training on Opera-  
t ional  Audit ing of t h e  FGAA Task  
Force on Operational Auditing. He was 
also reappointed to the Oregon State 
Society of CPA’s Governmental Ac- 
counting and Auditing Committee for 
program year 1975-76. 

G .  Robert Murphy, supervisory au- 
ditor, has  been reappointed to serve on 
the Washington Society of CPA’s Gov- 
ernmental Committee for the 1975-76 
program year. This committee serves 
as  an interface between Federal and 
State auditors and private practitioner 
CPAs, informing al l  of Government 
regulations affecting their work. It has 
conducted two seminars (over 100 at- 
t e n d i n g  e a c h )  d e a l i n g  with a u d i t  
standards and their effect on auditing 
Government programs. 

John P .  Carroll, assistant regional 
manager, Washington, addressed the 
Charter Dinner of the Naval Facilities 
Engineer ing Command Toastmasters  
Club on April 18. His talk, entitled 
-‘On the Move,” addressed the benefits 
of Toastmasters  and how to get the  
most out of being a member. 
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PROFESSIONAL ACTIVITIES 

Gregory R .  Ulans, supervisory au- 
di tor ,  spoke  to the  Senior  Class  a t  
Oakton High School on April 30. His 
address ,  entitled “Minding the Mil- 

lions,” dealt with the careers available 
in the Government in accounting and 
auditing, with special emphasis on op- 
portunities in GAO. 

Attorneys Admitted to 
Supreme Court Practice 

Paul G .  Dembling, General Counsel, appeared before the Supreme Court of 
the United States on April 28. 1975, to move the admission of a number of GAO 
attorneys. Those admitted to practice before the Supreme Court were: District of 
Columbia-Galen M. Buckles, Oliver H. Easterwood, Donald L. Gloss. Vincent 
A. LaBella, and James W. Peaco, Jr.; Maryland-Herbert I .  Dunn and Howard 
S. Levy; Massachusetts-Robert J .  Centola; and  New Jersey-Douglas A. 
Faulkner. 
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The following new professional staff members reported for work during the 
period May 16, 197.5, through August 15, 1975. 

Financial and General 
Management Studies 
Division 

General Government 
Division 

Logistics and 
Communications 
Division 

Office of the 
Comptroller 
General 

Office of the 
General Counsel 

Office of Special 
Programs 

Procurement and 
Systems Acquisition 
Division 

Transportation and 
Claims Division 

Office of Staff 
Development 

Bennett. Dehurah J.  
Bowen. Johnny R. 
Connor, David M. 

Gruskin, Richad B. 

Allen, Raymond E.  

Handy, Carolyn A 

Herrick, John A. 
Hunt, Donald B. 

Kaminsky, Jerrold N. 
Sherry, Paul J. 

Eebe r ,  Stephen F. 

Nolan. Michael D. 

Ealsh,  John T. 

Bdptiste, Leonard, Jr. 

Bartluw, Janet E. 

University of Alabama 
United Planning Organization 
Coopers & Lybrand 

National Council on Cnme 
and Delinquency 

U.S. Arm!, 

Department of Labor 

University of North Dakota 
University of North Carolina 

Temple University 
University of Massachusetts 

Lar* School 

University of Wisconsin 

Department of Defense 

University of Scranton 

Southeastern Massachusetts 
University 

Kings College 
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NEW STAFF MEMBERS 

REGIONAL OFFICES 

Atlanta 

Boston 

Chicago 

Cincinnati 

Dallas 

Burgett, Marcia I.  

Clinebell, Michael W. 
Davis, Raymond L. 
Ferdinand, Marilyn C .  
Forbes, Bruce J. 
Francis, Paul L. 
Hatcher, Richard 
Herman, Benjamin F.. Jr. 
Hylton, Deborah K. 

Jacobson, Alan C. 
Kenney, Kim F. 
Kinney, Joseph A. 
Kurgan. Walter M. 
Lund, Jill J. 
Matthews, Virginia C. 
Reinhold, Ralph W.. I1 
Schneider, Arnold S. 

Stefler, Sandra L. 
Tolliver, Delleane V. 
Wright, Annell 

Keetch, Susanna K. 
Pansini, Paul J. 
Stanfeld, John E. 
Wade, Richard J. 

Ridgley, Lawrence P. 
Rose, Jeffrey V. 

Allbeq,  Charles M. 
Cortese, James 5. 
Ferschl, Robert T. 
Stuart, Richard J. 

Gabriel, James H. 
Haas, Thomas J. 
Oden. Billie J. 
Thompson, David L. 

Barbee, Janet K. 
Bond, Mark A. 
Bonnette. Christopher J. 
Brudield, Stan E'., Jr. 
Curtis, M.illiam D. 
Fair, John H. 
Garvey, Patrick J. 

Virginia Polytechnic Institute 

Concord College 
University of Oregon 
St. Francis College 
University of Pennsylvania 
University of Scranton 
Howard University 
Pennsylvania State University 
Virginia Polytechnic Institute 

and State University 
University of Pennsylvania 
Eastern Washington State College 
Syracuse University 
Syracuse University 
Washington State University 
Federal City College 
University of New Haven 
Case Western Reserve 

University 
Shippensburg State College 
Xavier University 
Federal City College 

and State University 

Immaculate Heart of Mary School 
University of Florida 
Georgia State University 
Atlanta University 

Boston University 
Boston University 

University of Notre Dame 
Creigton University 
University of Wisconsin 
University of Notre Dame 

Seattle University 
Ohio Central State University 
Ohio Central State University 
Murray State University 

University of Texas 
University of Texas 
Louisiana State University 
North Texas State University 
Moms Brown College 
U.S. Air Force 
Florida State University 
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NEW STAFF MEMBERS 

Denver 

Detroit 

Kansas City 

Los Angeles 

New York 

Norfolk 

Philadelphia 

San Francisco 
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Hanis, Margaret A. 
Hinton, Lee M. 
Hopson. Robert K. 
Hoskins, Jerilyn 
Kirkpatrick, Lynne A. 
Logan, Thomas W., Jr. 

Mc Kee, Catherine A. 
Peters. Shirley W., Jr. 
Reinig, David E. 
Rives, Michael E. 
Truitt. .4lfred R. 

Fernandez, Peter 
Suhre. William R. 

Krukowski, Anthony A. 

Fuquay, James E. 
Jones, George 
Mayes, Brenda J .  
Payne, Frank H. 

Cicco, Anthony, Jr. 
Ham, Warren R. 
Heil, Terry L. 

Rodriguez, Richard A. 
Viereck, Ronald G .  
&ebb, Diane M. 
Woodson, Robert A., Jr. 

Borst, Richard T. 
Harris, Magdalene 
Payton. Daniel T., I1 
(Juan, Thomas Y., Jr. 

Bowman, Cora M. 
Cain, Patricia E. 
Englert. David H. 
Saunders, Roland H. 

Martin, Clifford W. 
Murray. Lester J. 
Petrick, William E., Jr. 
Saracino, A. Robert 
Trottie, Shirley A. 

Aquino, Evelyri E. 
Facciano, Alice D. 
Mc Williams, Mallory L. 

University of Texas 
Stephen F. Austin State University 
LBJ School of Public Affairs 
East Texas State University 
University of Alabama 
University of Southwestern 

Pacifc Lutheran University 
North Texas State University 
University of Notre Dame 
Texas A & 1 University 
University of Puget Sound 

Louisiana 

New Mexico Highlands University 
University of Colorado 

University of Detroit 

U.S. Air Force 
University of Missouri 
Langston University 
Bryant College 

University of Nebraska 
California State University 
California State Polytechnic 

California State University 
California State University 
Arizona State University 
California State University 

University 

St. Johns ,University 
Long Island University 
Wagner College 
New York University 

Muskingum College 
University of North Carolina 
East Carolina University 
Hampton Institute 

University of Pennsylvania 
Rutgers University 
Villanova University 
Drexel University 
Hampton Institute 

University of San Francisco 
University of Nevada 
San Jose State University 
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NEW STAFF MEMBERS 

Seattle 

Washington 
(Falls Church) 

Birmingham, Thomas E. 
Davis, Raymond L. 
Lund, Jill J. 
Swick. William R. 

Austin, Elizabeth A. 
Bageant. Ronald B. 
Bowser, Gary W. 
Clark, David L., Jr. 
Deckert, Linda K. 
Hawkins, Wanda T. 
Jones, Mary L. 
Mathias. David R. 
Mc Crory, Suzanne J .  
Riggle, Patricia M. 
Robinson, Joseph W. 
Rosenfeld, Mark B.  
Schneider, Gregor 
Simmons, Rex A. 
Smolin, Leslie D. 
Walch, Loretta K. 
Webb, Nancy L. 
Witte, David T. 

University of Washington 
University of Oregon 
Washington State University 
Oregon State University 

West Virginia Wesleyan College 
Madison College 
Elizabethtown College 
Shephed College 
Madison College 
Alabama A 8i M University 
Virginia Commonwealth University 
University of Maryland 
Bucknell University 
George Mason University 
George Mason University 
University of Maryland 
American University 
American University 
University of Maryland 
George Mason University 
Delaware State College 
University of Maryland 
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Acquiring Major 
National Systems 

The Comptroller General received 
one letter commenting on my article 
“A Framework for Acquiring Major Na- 
tional Systems” in the Spring 1 9 7 5  
issue of the GAO Review!, which calls 
for a response. 

T h e  l e t t e r  m a d e  t h e  point  tha t  
technology-“the idea  for a 
solution”-often drives the require- 
ments process. and this point is wel l  
made; in fact, the Report of the Com- 
mission on Government Procurement 
documents this phenomenon (see, for 
example, pp. 98, 99 and 117-121 in 
Vol. 2, Part C, “Acquisition of Major 
Systems”). The report goes on to say: 

. . .Even when a technological break-  
through provides the initial impetus for a new 
program, however, the mission need to be 
met should be questioned. If the combination 
of potential opportunities, agency priorities. 
and available resources warrant a new pro- 
gram. the system idea should be permitted to 
evolve freely within program limits based on 
mission goals ,  not p rema tu re  product  
specifications. [and] The need should b e  
separated from any particular system, and 
goals should be defined independently of the 
performance, cost and schedule characteris- 
tics of any particular system. . . . (Under- 
scoring supplied) 

If the need is so precisely defined, 
as it is now, so as to preestablish the 
requirements and dictate the solution, 
then the “standard” view that the de- 
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termination of need comes first and 
that the solution comes next is indeed 
a myth. as the commentator suggested. 
My article tried to acknowledge this 
myth and to show how the myth can be 
turned into reality by proper applica- 
tion of the framework proposed by the 
Commission. 

The framework would start the for- 
mal acquisition process with problem- 
oriented rather than solution-oriented 
statements of need. The focus would 
be on the mission job or function to be 
performed. Intended results are (1) to 
open up the creative design process so 
that a bide span of technical solutions 
can be initially considered, (2) to fund 
those  system candida tes  deserv ing  
exploratory development, and (3) to 
thereby introduce meaningful and sus- 
tained systems level competition at an 
early and relatively inexpensive stage 
in the acquisition process. 

The s o u n d n e s s  of a problem-  
oriented statement of need was also 
recognized in Project Hindsight, a re- 
port issued by the Office of the Direc- 
tor of Defense Research and Engineer- 
ing in 1969. It found that ”the interac- 
tion of scient i f ic  and  technological 
knowledge is  stimulated by, and  is 
most productive for, weapon system 
development in a problem-oriented en- 
vironment. ” 

The commentator’s letter identified 
pr incipal  factors  interact ing i n  a 
dynamic way on the system need. Al- 
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READERS’ COMMENTS 

though not highlighted in the article, employee’s manager) might b e  clas- 
these factors a re  discussed in  chapters sified by human behaviorists-Blake 
3 and 4, Part C, Vol. 2 of the Commis- and Mouton-as a 1-9 style of man- 
sion report. For example, pages 112 agement .  This  s tyle  p laces  pr imary 
and  123 i l lus t ra te  graphical ly  how emphasis on the attitudes and feelings 
mission need interacts with the design, of people-they come first. 
a n d  how d e s i g n  i n t e r a c t s  with t h e  Carrying these two examples  into 
technology base. In recognition of the practice in  GAo might lead us to such 
dynamic nature of systems acquisition, positions as: Assign a staff member to 
the Commission recommended that the an audit team but don’t tell the site 
in i t ia l  mission n e e d s  a n d  program senior that the has a writing 
goals be updated and formally recon- problem, a tendency to arrive late for 
d e r e d  when the procurement program work and  leave early, o r  any  o ther  
is  approved. characteristic that could impair the ef- 

Robert B -  Hall fec t iveness  of t h e  a u d i t  t eam.  Or ,  
Assistant Director p e r h a p s  when a p r o f e s s i o n a l  s taff  
Procurement and member measures very poorly against 

Systems Acquisition our standards for retention, do not tell 
Division the prospective hiring Federal agency 

Protecting Reputations 

Reference  is made  to t h e  a r t ic le  
“Reputation: The  Most Prized Posses- 
sion” carried in the Spring issue of the 
Review. This article is  a reprint of an 
a r t ic le  by t h e  Pres ident  a n d  Chief 
Execut ive  Off icer  of t h e  Amer ican  
Management Associations. 

I was surprised at  certain examples 
used in the article which was recom- 
m e n d e d  for  r e a d i n g  by  GAO staff  
members. I suggest the examples be 
studied in terms of the personnel policies 
of our organization. 

My concern is  with the  examples  
that illustrate that the credibility of 
management depends in part on trust, 
and that this trust requires that man- 
agers protect the reputations of those 
with whom they interact. Two of the 
examples (a controller’s systematic fal- 

~~ 

of his shortfalls in our organization. 
I subscribe to the author’s theme of 

trust as  one of the characteristics of 
the credibi l i ty  of management  (and 
certainly GAO’s credibility i s  built on 
a reputation of independence and pro- 
fessionalism). However, it seems that 
t h e  wr i te r  is over looking  a n o t h e r  
characteristic of management: a pro- 
fessional’s ability to view such “bad 
marks” on the reputation of a person in 
their proper perspective. 

Our staff is continually, through on- 
and off-the-job training and education, 
acquiring the many personality traits 
essential to the future of GAO. It is  
through this training that GAO’s pro- 
fessional staff of over 3,000 can han- 
d le  the adverse situations in a sensi- 
tive manner ,  ra ther  than “sweeping 
them under the carpet.” 

sification of records, concealed by the 
president, and a n  employee’s failure 
not being revealed when a letter of ref- 
erence is  requested from the former 

1 Karl E .  Deibel 
Audit Manager 

Los Angeles 
Regional Office 
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Annual Awards for Articles Published in The GAO Review 

Cash awards a re  available each year for the best articles written by GAO staff 
members and published originally i n  The GAO Review. Each award i s  known as 
the Award for the Best Article Published in The GAO Review and is  presented 
during the GAO awards program held annually in  June in Washington. 

One award of $250 is available to contributing staff members 35 years of age 
or under at the date  of publication. Another award of $250 is  available to staff 
members over 35 years of age at that date. 

Staff members through grade GS-15 at the time of publication are eligible for 
these awards. 

The awards are based on recommendations of a panel of judges designated by 
the Comptroller General. The judges will evaluate articles from the standpoint of 
the excellence of their overall contribution to the knowledge and professional 
development of the GAO staff, with particular concern for: 

Originality of concepts. 
Quality and effectiveness of written expression. 
Evidence of individual research performed. 
Relevancy to GAO operations and performance. 

Statement of Editorial Policies 

1. This publication is  prepared for use by the professional staff members of the 
General Accounting Office. 

2. Except where otherwise indicated, the articles and other submissions gener- 
ally express the views of the authors, and they d o  not necessarily reflect a n  
official position of the General Accounting Office. 

3. Articles, technical memorandums, and other information may be submitted 
for publication by any professional staff members. Submissions may b e  made 
directly to liaison staff members who are  responsible for representing their 
offices in obtaining and screening contributions to this publication. 

4. Articles submitted for publication should be  typed (double-spaced) and range 
in length between 5 and 14 pages. The  subject matter of articles appropriate 
for publication is not restricted but should be determined on the basis of 
presumed interest to GAO professional staff members. Articles may b e  sub- 
mitted on subjects that are  highly technical in nature or on subjects of a more 
general nature. 
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THE GAO REVIEW 
Liaison Staff 

Office of the Comptroller General 
E .  H .  Morse, Jr . ,  Coordinator 

Office of the General Counsel 
Vincent A .  LaBella 

Office of Internal Review 
L .  Neil Rutherford 

Office of Policy 
Frank Borkovic 

Office of Program Analysis 
Joseph D .  Comtois 

Office of Program Planning 
Daniel L .  Johnson 

Office of Special Programs 
William C .  Oelkers 

Federal Personnel and Compensation 
Division 
Joseph J .  Kline 

Studies Division 
Ronell B .  Raaum 

Leo Schimel 

Charles E .  Hughes 

Division 
Roger Peet 

Ronald F .  Lauve 

Division 
Frank M .  Kimmel 

Division 
James L .  Howard 

James C .  Farley, J r .  

Tom Franklin 

Financial and General Management 

General Government Division 

International Division 

Logistics and Communications 
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Procurement and Systems Acquisition 

Resources and Economic Development 

Transportation and Claims Division 

Management Services 

Field Operations Division 

Atlanta 

Boston 

Chicago 

Cincinnati 
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Kansas City 
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New York 

Norfolk 

Philadelphia 
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Arnett E .  Burrow 

Eugene T .  Cooper, J r .  

Willidm F .  Paller 
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